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FOREWORD 


The  Health  Care  Financing  Administration,  U.S. 
Department  of  Health  and  Human  Services ,  sponsored  a 
conference  for  policymakers  and  others  in  Washington, 
D.C.,  January  2^,  198^,  to  discuss  several  initiatives 
in  the  financing  and  provision  of  long-term  care. 

The  conference  focused  on  a  variety  of  private, 
public,  and  community  efforts  that  are  providing  solu- 
tions to  the  varied  and  complex  issues  relating  to  long- 
term  care  financing  and  delivery. 

The  papers  presented  in  these  proceedings  address 
concepts,  issues,  feasibility,  barriers,  and  real  world 
experiences  in  developing  and  implementing  various 
programs  and  approaches .  Topics  include  long-term  care 


insurance,  life  care  communities,  home  equity  conver- 
sion, social/health  maintenance  organizations,  State  and 
Federal  tax  modifications,  family  care,  housing,  and 
volunteerism. 

It  is  hoped  that  this  report  will  serve  as  a  source 
document  for  those  people  in  the  health  care  community 
who  are  interested  in  exploring  several  innovative 
methods  for  delivering  and  financing  long-term  care  for 
older  persons. 


Patrice  Hirsch  Feinstein 
Associate  Administrator  for  Policy 
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A  MESSAGE  FROM  THE  SECRETARY,   MARGARET  M.   HECKLER 
U.S.    Department  of  Health  and   Human  Services 


This  conference  is  important  for  many  reasons. 
One  is  that  the  American  community  is  on  the  way  to 
becoming  an  older  community.  By  the  year  2025  one  in 
every  five  of  us  will  be  over  65.  To  meet  the  chal- 
lenges that  aging  brings  will  take  fresh  thinking  and 
new  approaches  in  long-term  care  as  well  as  in  other 
aspects  of  our  lives .  We  need  to  explore  ways  to  enable 
elderly  people  to  live  independently  at  home  for  as  long 
as  they  can  and  want  to .  We  must  make  better  use  of  the 
considerable  resources  of  families,  communities,  and  the 


private  sector  to  achieve  that  goal.  We  need  to  find 
ways  to  tap  the  vast  reservoirs  of  energy  and  ideas  that 
exist  across  the  country. 

For  all  these  reasons  this  gathering  has  a  vital 
mission  and  a  promising  format  that  brings  together  what 
Matthew  Arnold  calls  the  "world  of  ideas  in  the  world  of 
practice."  These  deliberations  will  impact  on  the  lives 
of  all  of  us  in  the  years  ahead . 


OPENING  REMARKS 
Carolyne  K.   Davis,    Health   Care  Financing   Administration 


As  administrator  of  the  Health  Care  Financing 
Administration  (HCFA) ,  I  was  most  pleased  to  welcome 
program  participants  and  speakers  to  a  conference  on 
initiatives  in  long-term  care  financing  and  delivery 
systems,  held  in  Washington  in  January  198<t.  The  con- 
ference was  part  of  our  effort  toward  the  development  of 
a  rational,  coordinated  system  of  care  for  frail  and 
disabled  elderly  persons  in  our  nation. 

After  the  announcement  of  the  program  for  the 
conference,  HCFA  received  many  favorable  comments 
about  its  intriguing  contents.  Some,  however,  wondered 
why  we  included  topics  beyond  our  usual  focus.  I  am 
pleased  to  have  this  opportunity  to  discuss  the 
rationale  for  the  conference  and  the  issues  facing  all 
of  us  concerned  with  the  long-term  care  needs  in  our 
nation . 

HCFA  administers  the  Medicare  and  Medicaid  pro- 
grams, which  together  play  the  major  role  in  financing 
health  care  for  the  elderly  and  the  poor.  Medicare  was 
designed  to  protect  the  elderly  against  the  costs  of 
large  hospital  and  medical  bills.  Medicaid  was  designed 
to  finance  the  majority  of  the  health-care  needs  of  the 
poor.  Few  would  disagree  that  these  two  programs  have 
gone  a  long  way  toward  providing  access  to  needed  care 
for  the  elderly  and  the  poor. 

Of  very  urgent  concern  today  is  the  long-term  care 
(LTC)  sector  of  our  health-care  system.  Since  the  ad- 
vent of  the  Medicare  and  Medicaid  programs,  LTC  expen- 
ditures have  grown  dramatically,  especially  the  nursing 
home  component  thereof.  In  1965,  the  year  prior  to  the 
implementation  of  these  two  programs,  the  nation  spent 
just  over  $2  billion  on  nursing  home  care — or  about  5 
percent  of  total  health -care  outlays.  By  1982,  the 
nation  was  spending  over  $27  billion  on  nursing  home 
care — or  8.5  percent  of  total  health-care  outlays. 

Currently,  nearly  half  of  the  nursing  home  bill 
each  year  is  financed  by  the  Medicaid  program .  Most  of 
the  remaining  bill  is  financed  privately  and  is  primar- 
ily paid  directly  by  individual  out-of-pocket  payments. 
Since  private  health  insurance  for  LTC  is  virtually 
nonexistent,  the  majority  of  the  aged  face  the  risk  of 
financial  ruin  from  an  extended  nursing  home  stay. 

That  the  aged  in  nursing  homes  often  "spend-down" 
their  income  and  become  needy  is  apparent  from  our 
Medicaid  statistics.  While  15  percent  of  the  aged  were 
on  Medicaid  in  1982,  the  Medicaid  program  financed  ^7 
percent  of  the  nation's  nursing  home  bill.  Approx- 
imately half  of  the  people  that  Medicaid  pays  for  in 
nursing  homes  were  not  initially  poor,  but  spent-down 
their  income  and  assets  as  a  result  of  catastrophic 
nursing  home  bills.  Thus,  Medicaid's  strength  in  fin- 
ancing health  care  for  the  poor  is  diminished  by  the 
pressing  LTC  needs  of  the  aged.  In  1982,  i^i^  percent  of 
the  Medicaid  budget  was  devoted  to  paying  for  nursing 
home  care ,  or ,  if  we  exclude  ICF/MR  ( Intermediate  Care 
Facility /Mentally   Retarded),    32  percent. 

The  current  financing  dilemma  is  likely  to  worsen. 
Additional  demands  are  expected  to  be  made  on  the  LTC 


system.  There  are  twenty-eight  million  elderly  persons 
in  the  nation.  That  is,  about  one  in  every  nine  persons 
is  65  years  old  or  older.  It  is  projected  that  by  the 
year  2030  the  elderly  population  will  have  doubled  to 
fifty-five  million.  That  is,  one  in  every  five  persons 
will  be  65  and  older.  The  number  of  so-called  old  old, 
who  are  most  at  risk  for  institutionalization,  will  in- 
crease far   more  than  the  younger  elderly. 

At  the  same  time,  the  public  sector's  ability  to 
finance  increased  LTC  needs  will  decline.  The  ratio  of 
workers  to  retirees  is  expected  to  diminish,  and  this 
trend  will  have  a  marked  impact  on  tax  revenues  and  the 
public  sector's  ability  to  afford  additional  spending  of 
any  kind. 

Most  importantly,  the  substantial  spending  on  nurs- 
ing home  care  has  not  necessarily  contributed  to  the 
satisfaction  and  well-being  of  the  elderly.  For  many 
people  nursing  home  care  is  appropriate--but  for  many 
others,  it  is  not.  Most  aged  persons  with  functional 
limitations  prefer  to  remain  in  the  community  as  long  as 
possible.  In  response  to  this  preference,  pressure  is 
mounting  to  move  away  from  the  traditional  institutional 
approach,  and  toward  caring  for  the  needs  of  the  elderly 
in  the  community. 

To  satisfy  this  goal  requires  thoughtful  planning 
of  our  LTC  delivery  system .  We  must  find  new  approaches 
in  the  noninstitutional  sector  that  are  cost-effective 
and  that  substitute  for  institutional  care,  in  order  to 
maximize  the  independence  and  well-being  of  the  indivi- 
dual. 

The  federal  government  and  the  states  have  taken 
some  steps  to  encourage  alternatives  to  institutional 
long-term  care.  Most  of  the  states  are  now  experiment- 
ing with  home  and  community-based  delivery  systems  for 
a  limited  portion  of  their  frail  elderly  and  disabled 
populations.  We  are  all  hopeful  that  these  modifications 
in  the  nature  of  services  provided  will  prove  to  be 
cost-effective  and  will  meet  the  needs  of  the  elderly. 

To  find  additional  solutions,  it  is  essential  that 
we  develop  a  deeper  understanding  of  the  aged  population 
and  its  social  setting.  National  surveys  show  that  a 
high  proportion  of  persons  65  years  of  age  and  over  are 
in  good  or  excellent  health.  Their  income  ranges  con- 
siderably. These  facts  taken  together  suggest  that 
private  insurance  mechanisms  could  be  a  viable  solution 
to  the  problem  of  catastrophic  out-of-pocket  expenses 
from  LTC  needs .  Insurance  mechanisms  that  are  linked  to 
a  delivery  system  may  be  particularly  promising.  If 
third-party  coverage  were  available,  Medicaid's  public 
role  in  health-care  financing  could  better  be  directed 
to  the  poor. 

Some  of  the  low -income  elderly  have  assets  that 
might  be  used  advantageously  to  add  to  their  income,  for 
more  appropriate  housing,  or  for  health  and  social  ser- 
vices, to  improve  the  quality  of  their  lives,  to  prevent 
or  delay  institutional  placement,  and  to  prevent  their 
becoming  indigent. 


Contrary  to  the  commonly  stated  assumption  of  a 
few  years  ago ,  every  recent  study  I  have  seen  indicates 
that  the  aged  in  our  nation  have  not  been  abandoned  but 
rather  receive  substantial  assistance  from  their  family, 
friends,  and  volunteers.  Since  so  many  of  the  needs  of 
the  elderly  are  personal  and  social,  and  since  these 
needs  impact  so  heavily  on  the  ability  of  the  aged  to 
remain  in  the  community,  we  must  find  ways  of  enhancing 
the  family  and  other  informal  support  systems. 

In  conclusion,  meeting  the  needs  and  hopes  of  the 
elderly  population  requires  the  development  of  better 
LTC  financing  and  of  a  delivery  system  that  is  conducive 
to  maintaining  the  independence,  health,  and  well-being 
of  individuals.      Scarce  public  dollars  must  be  used  as 


efficiently  as  possible.  We  must  continue  to  support 
the  efforts  of  families  and  other  caregivers.  Funda- 
mental to  meeting  this  broad  challenge  is  the  need  to 
foster  innovation  and  change  by  all  sectors  of  our 
society — private,   public,   and  community. 

I  was  therefore  very  pleased  that  HCFA  was  able 
to  put  together  a  conference  program  that  encompassed 
all  three  sectors.  A  first  step  toward  the  development 
of  a  rational  and  coordinated  system  of  care  is  to 
better  understand  the  important  and  varied  initiatives 
that  are  currently  proposed.  Clearly,  in  one  day  we 
could  not  explore  all  the  initiatives  in  long-term  care 
delivery  and  financing  systems,  but  I  am  pleased  to  pre- 
sent   this    very   interesting   set   of   papers   as   a   start. 


i\ 
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CHAPTER   1 


INTRODUCTION 


THE  NEED  FOR  NEW  APPROACHES  IN  LONG-TERM  CARE 

Patrice  Hirsch  Feinstein  and   Marian  Gornick,   Health   Care  Financing  Administration; 
and  Jay  N.   Greenberg,   Brandeis  University 


The  Health  Care  Financing  Administration 
sponsored  a  conference  in  January  198^^  to  focus 
attention  on  issues  and  potential  innovative  solutions 
in  the  financing  and  delivery  of  long-term  care  for 
the  aged.  To  put  the  issues  relating  to  long-term 
care  into  perspective,  it  must  be  observed  that  the 
nation's  health-care  system,  of  which  long-term  care 
is  but  an  important  sector,  is  confronted  with  the 
overriding  problem  of  rising  health -care  costs.  Indeed, 
the  continuing  disproportionate  growth  in  health-care 
expenditures,  along  with  the  problems  surrounding  the 
aging  of  the  population  and  their  long-term  care  needs, 
are  the  major  issues  confronting  the  health-care  system 
today .  Although  these  two  problems  are  interrelated  and 
each  contributes  to  the  other,  there  are  fundamental  dif- 
ferences between  these  issues. 

The  rapid  rise  in  health -care  outlays  over  the 
past  two  decades  has  been  associated  with  several 
factors:  the  development  of  new  and  costly  tech- 
nologies; the  increase  in  the  intensity  of  the  use 
of  certain  services  such  as  laboratory  tests;  the  use 
of  a  cost-based  reimbursement  method  for  paying  for 
hospital  care;  the  growth  of  the  nursing  home  indus- 
try; and  the  prevalence  of  third  party  payment,  which 
often  provides  first-dollar  coverage  and  generally 
removes  the  individual  from  the  direct  consequences 
of  the  costs  of  care.  It  is  well  known  now  that  the 
response  of  the  health -care  industry  to  all  these 
factors  was  expansionary,  resulting  in  unprecedented 
escalation  in  health-care  spending. 

Despite  the  concern  to  stem  the  growth  in 
health-care  spending,  there  have  been  many  import- 
ant benefits  from  the  developments  of  the  past  two 
decades.  Access  to  care  for  the  poor  has  improved 
since  Medicaid.  The  risk  of  financial  ruin  from  hospi- 
tal and  medical  bills  has  largely  been  eliminated  for 
the  aged  since  Medicare.  There  have  been  many  dramatic 
and  effective  new  treatments  which  have  contributed 
to  the  health  of  the  nation's  citizens.  The  risk  and 
pain  of  exploratory  surgery  have  been  lessened  by  the 
use  of  computed  tomography  (CT)  scanning  and  related 
technologies.  These  gains  and  others  have  contributed 
to  the  rising  expectations  in  the  nation  with  regard  to 
health  and  well-being.  It  is  important  to  note  that  in 
recent  years  health-care  expenditures  have  taken  up  a 
growing  share  of  the  gross  national  product  not  only  in 
the  United  States,  but  in  every  industrialized  nation. 
A  share  of  the  rising  expenditures  in  health  care, 
however,  is  thought  to  have  paid  for  services  with 
marginal  value  at  best.  Thus,  the  extraordinary 
challenge  in  health  care  is  to  promote  a  more  efficient 
system — one  that  maintains  access  to  care  and  quality 
of  care  in  an  environment  that  also  encourages  the 
development  of  promising  new  technologies. 

The  challenge  in  long-term  care  (LTC)  is  perhaps 
even  more  complex,  because  it  calls  not  only  for 
cost-effectiveness  and  constraint  but  for  the  creation 
of  new  approaches.  Despite  the  advances  made  in  our 
overall  health-care  system  in  recent  years,  there  are 
serious  deficiencies  in  the  LTC  sector.     The  potential 


impact  of  an  aging  population  on  our  ability  to  contain 
future  health-care  spending  makes  it  imperative  that  we 
focus  our  attention  on  demographic  projections  and  on 
current  financing  and  delivery  issues   in  LTC. 


The  Aging  of  the  Population 

The  major  determinants  of  the  need  for  LTC 
are  the  size  and  composition  of  the  population  aged  65 
years  and  older.  From  1950  to  1980  the  elderly 
population  doubled  in  size,  rising  from  12.«t  million 
persons  to  2^.9  million  (Table  1).  By  the  year  2030, 
the  aged  population  is  projected  to  more  than  double 
again,  to  55  million  persons  (Liu,  et  al,  1983).  These 
figures  represent  a  rate  of  increase  that  is  much 
greater  than  the  increase  in  the  nation's  total 
population;  in  1980,  one  in  nine  persons  was  65  or 
older,  whereas  the  projection  for  the  year  2030  is  that 
one  in  five  persons  will  be  65  or  older. 


Table  1 
U.S.  population  aged  65  years  and  over 
Selected  years  and  projections,  1950-2030 


Number 

Percent  of 

Year 

in  thousands 

U.S. 

population 

1950 

12,397 

8.1 

1970 

20,087 

9.9 

1980 

24,927 

11.2 

2000 

31,822 

12.2 

2010 

34,837 

12.7 

2020 

45,102 

15.5 

2030 

55,024 

18.3 

SOURCE:  US.  Bureau  of  the  Census 


The  rise  in  life  expectancy  since  the  beginning 
of  the  twentieth  century  has  contributed  significantly 
to  the  increase  in  the  aged  population  (Table  2). 
Much  of  the  increase  in  the  first  half  of  the  century 
can  be  traced  to  the  reduction  in  mortality  from 
infectious  diseases  and  to  the  reduction  in  maternal  and 
infant  mortality.  In  recent  years,  life  expectancy  has 
increased  proportionally  more  for  older  persons, 
reflecting  reductions  in  mortality  associated  with 
chronic  diseases  (Liu,  et  al,  1983) .  From  1965  to  1977 
life  expectancy  at  birth  increased  three  years;  life 
expectancy  at  age  65  increased  nearly  two  years,  due  in 
large  part  to  the  substantial  reductions  in  mortality 
from  heart  and  cerebrovascular  diseases. 


Table  2 
U.S.  life  expectancy  at  birth  and  average 
remaining  years  at  age  65: 
Selected  years  1900-1977 


Life  expectancy 
at  birth  (Years) 

At 

age  65  (Years) 

30 

MOWfS, 

Year 

- 

1900 

49.2 

11.9 

1930 

59.3 

12.3 

25 

„ 

1950 

68.1 

13.8 

1960 

69.9 

14.4 

„  20 

- 

1965 
1970 

70.2 
70.8 

14.6 
15.0 

^   15 

- 

1974 

71.9 

15.6 

10 

1977 

73.2 

16.3 

5 

.2 

SOURCE: 

U.S. 

Bureau 

of  the  Census 
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Not  only  have  the  relative  numbers  of  persons  65 
years  and  older  increased  steadily  since  1950,  but  the 
distribution  within  the  aged  population  has  shifted 
toward  the  older  ages  (Table  3)  (Liu,  et  al,  1983). 
In  the  decade  1980  to  1990,  the  65  to  74  age  group  is 
expected  to  increase  about  I'*  percent  while  the  75  to 
84  age  group  is  expected  to  increase  about  27  percent, 
and  the  85-and-older  age  group  is  expected  to  increase 
about  20  percent.  In  the  next  decade,  1990  to  2000, 
the  65  to  7U  age  group  may  decline  a  small  amount,  while 
the  75  to  84  age  group  is  projected  to  increase  16 
percent  and  the  85-and-older  age  group  is  projected 
to  increase  29  percent. 


Table  3 

10-year  percent  increases  in  aged  U.S. 

population,  by  age  groups:  Selected  years  and 

projections  1950-2010 


Period 

All  ages 

65-74 

7584 

85  + 

1950-1960 

18.7 

30.1 

41.2 

59.3 

1960  1970 

13.4 

13.0 

31.7 

52.3 

1970  1980 

8.7 

23.4 

14.2 

44.6 

1980-1990 

10.0 

13.8 

26.6 

20.1 

1990-2000 

7.1 

-2.6 

15.6 

29.4 

2000-2010 

6.2 

13.3 

-2.4 

19.4 

SOURCE:  US   Bureau  of  the  Census 


less  than  3  percent  of  all  persons  need  assistance  with 
personal  care;  by  age  85  or  older,  about  one-third  need 
such  assistance   (figure   1). 

Figure  1 

Percent  of  U.S.  population  needing  personal 
care,  by  age  groups:  1977 


6569  7074  75-79 

Age  group 
SOURCE:  Scanlon,  W  ,  and  Feder,  J  ;  The  Long  Term  Care  Marketplace, 
Healthcare  Financial  Management.  Jan   1984. 


Because  of  the  aging  of  the  population  in  the  next 
several  decades  and  because  personal-care  needs  rise 
with  age,  the  proportion  of  the  population  requiring 
LTC  will  rise.  The  majority  of  persons  requiring  some 
assistance  in  the  activities  of  daily  living  (ADL) 
reside  in  the  community,  but  the  probability  of  nursing 
home  placement  for  those  with  dependency  in  ADL 
increases  significantly  with  age.  It  was  estimated  that 
in  1977 ,  for  the  age  group  65  to  74 ,  40  percent  with  ADL 
dependence  resided  in  nursing  homes ,  whereas  for  persons 
85  and  over,  61  percent  with  ADL  dependence  resided  in 
nursing  homes   (Table  4)    (HCFA,    1981). 


Table  4 

Percent  of  persons  having  ADL  dependency 

and  Percent  of  persons  in  nursing  homes, 

by  age:  1977 


(1)  (2) 

Percent  having  Percent  residing      Ratio  between 
Age                  ADL  in  nursing  (2)  and  (1) 

group         dependency  home 


45-64 

1.2 

6574 

3.5 

7584 

11.3 

85  + 

35.1 

0.3 

1.4 

6.4 

21.6 


.24 
.40 
.56 
.61 


SOURCE:   1977  National  Nursing  Home  Survey  and  the  1977  National  Health  Interview  Survey. 


As  age  increases  there  is  a  steady  rise  in  the 
proportion  of  persons  with  long-term  care  needs, 
including  medical  care  needs  from  increased  morbidity 
and  personal-care  needs,  such  as  assistance  in  the 
activities  of  daily  living  (bathing,  eating,  and  so 
forth).     It  is  estimated  that  in  the  65  to  69  age  group 


Many  older  individuals  have  significant  concerns 
and  fears  about  aging.  Apprehension  about  aging  often 
includes  fears  of  not  being  able  to  lead  an  involved 
and   meaningful  life,   of   impairment  and   losing  one's 


independence,  and  of  needing  costly  and  prolonged 
care.  Despite  the  inevitable  losses  that  come  with 
advancing  years,  it  is  very  likely  that  the  individual 
could  deal  with  the  experience  of  aging — its  drawbacks 
and  rewards--if  choices  and  solutions  were  more 
available  to  meet  the  changing  needs  that  are 
encountered.  New  approaches  are  needed  to  provide 
solutions  to  the  issues  in  the  financing  and  delivery  of 
LTC.  No  national  policy  exists  for  addressing  the  LTC 
needs  of  the  nation.  Whereas  this  dearth  of  planning 
was  not  as  imperative  in  previous  eras,  the  demographic 
trends,  such  as  that  one  in  five  people  will  be  65  and 
older  by  the  year  2030,   demand  creative  solutions. 


Financing  Issues 

With  the  enactment  in  1965  of  the  Medicare  and 
Medicaid  programs,  the  federal  and  state  governments 
were  given  the  central  role  in  the  financing  of  health 
care  for  the  aged  and  the  poor.  In  calendar  year  1982, 
these  two  programs  expended  $83  billion  for  benefits, 
or  29  cents  of  every  dollar  spent  for  health  care  in  the 
United  States.  Together  these  programs  financed  care 
for  48  million  persons--one-fifth  of  the  nation's 
population  (Gibson,  et  al,  1983) .  Neither  program  was 
designed ,  however ,  to  cover  the  LTC  needs  of  the  nation . 
Spiraling  health-care  bills,  including  the  growing 
nursing  home  bill  for  Medicaid,  have  resulted  in  serious 
financing  problems  for  both  programs. 


Medicare 

The  hospital  insurance  (HI)  program  under 
Medicare  was  specifically  designed  to  provide  protection 
for  acute-care  needs.  The  program  covers  the  elderly, 
the  permanently  disabled,  and  persons  with  end-stage 
renal  disease.  Benefits  are  structured  around  episodes 
of  illness.  The  skilled  nursing  facility  (SNF)  benefit 
under  Medicare  can  best  be  thought  of  as  a  subacute 
benefit  limited  to  100  days  after  a  period  of 
hospitalization.  Recent  Medicare  program  experience 
indicates  that  about  one  in  thirty  acute-care 
hospitalizations  of  the  aged  have  resulted  in 
Medicare-covered  SNF  admissions.  The  Supplementary 
Medical  Insurance  (SMI)  program  covers  physicians 
services,  outpatient  services  (hospital  and  other)  and 
related  care,   and  home  health  agency  services. 

The  Medicare  legislation  established  two  sepa- 
rate trust  funds  with  different  revenue  sources  to  pay 
the  benefits  and  administrative  expenses.  The  HI  trust 
fund  is  financed  primarily  through  the  employee  and  em- 
ployer payroll  tax  on  earnings.  The  taxes  paid  by 
current  workers  are  used  to  pay  for  services  received  by 
current  Medicare  beneficiaries,  with  a  relatively  small 
reserve  maintained  to  cover  fluctuations- -a  financing 
system  known  as  pay-as-you-go.  The  SMI  trust  fund  is 
financed  through  premiums  paid  by  or  on  behalf  of  cur- 
rent Medicare  enrollees  and  by  the  federal  government 
from  general  revenues.  In  fiscal  year  1983,  almost  $56 
billion  were  expended  from  the  Medicare  trust  funds  for 
benefits. 

Can  we  expect  that  Medicare  will  take  on  the 
role  of  financing  LTC  for  the  aged?  Actuarial  analyses 
indicate  that  both  of  the  trust  funds  face  serious 
financing  problems. 


Projected  funding  for  HI  is  in  difficulty  because 
of  differences  in  expected  outlays  compared  to  income. 
Medical  care  cost  inflation  is  the  major  problem  and  is 
expected  to  outpace  income  from  employee  contri- 
butions. Revenues  depend  primarily  upon  the  number  of 
workers  in  covered  employment,  the  HI  tax  rate,  and  the 
wage  base.  The  ratio  of  workers  to  cash  beneficiaries 
under  the  Social  Security  retirement  and  disability 
programs  declined  from  i^.O  to  1  in  1965,  to  3.7  to  1  in 
1970.  Currently,  the  ratio  is  3.3  to  1,  and  it  is 
projected  to  decline  further  (Table  5).  In  1967,  the  HI 
portion  of  the  payroll  tax  was  0.5  percent  on  a  maximum 
taxable  base  of  $6,600;  the  total  employee  tax  in  1967 
was  ^A  percent.  The  1965  Social  Security  Act  also 
included  a  scheduled  increase  in  the  HI  employee 
contribution  to  0.7  percent  in  198^*- -a  figure  which 
proved  to  be  much  too  low  to  cover   HI  outlays. 


Table  5 

U.S.  ratio  of  workers  to  cash  beneficiaries 

under  the  Social  Security  Retirement  and 

Disability  programs:  Selected  years  and 

projections  1950-2010 


Year 


Ratio  of  workers  to 
beneficiaries 


1950 
1960 
1965 
1970 
1975 
1980 
1985 
1990 
2000 
2010 


16.5:1 
5.1:1 
4.0:1 
3.7:1 
3.2:1 
3.3:1 
3.3:1 
3.3:1 
3.3:1 
3.1:1 


SOURCE:  OHice  of  the  Actuary.  Social  Security  Administration 


The  198^*  payroll  tax  contribution  to  HI  is 
nearly  twice  the  original  scheduled  rate--1.3  per- 
cent on  earnings  up  to  $37,800.  The  total  payroll 
tax  has  been  increased  additionally  to  address 
financing  problems  faced  by  other  Social  Security 
trust  funds.  Employees  who  are  covered  under  the 
Social  Security  Act  are  scheduled  to  contribute 
6.7  percent  in  payroll  taxes  in  198^^  (SSA,  1984). 
Because  the  wage  base  of  $6,600  in  1967  was  rela- 
tively low,  78  percent  of  the  total  covered 
earnings  in  employment  were  taxable  under  the 
Social  Security  Act  then,  whereas  in  1984  about 
90  percent  of  covered  earnings  are  taxable. 

The  employee  contribution  to  HI  is  scheduled  to 
increase  in  1985  to  1.35  and  in  1986  to  1.45,  with  the 
base  subject  to  an  automatic  increase  also.  Despite 
these  measures  to  raise  additional  revenues,  the  1984 
Medicare  trustees'  report  indicates  that  the  present 
financing  schedule  for  the  HI  program  is  barely  adequate 
to  ensure  the  payment  of  benefits  through  the  end  of 
the  decade  or,  under  more  optimistic  assumptions, 
through  1995  (HCFA,  1984).  After  that ,  the  HI  fund  will 
be  exhausted--if  there  is  not  a  substantial  increase  in 
taxation    or    a    reduction    in    the    rate    of    spending. 


Clearly,   action  is  needed  to  bring  income  and  outlays 
for  HI  back  into  balance. 

Although  the  SMI  trust  fund  does  not  face 
insolvency,  because  transfers  from  general  revenues  are 
provided  by  law,  funding  for  the  SMI  program  presents 
serious  problems.  Financing  for  the  SMI  program  was 
originally  intended  to  be  shared  equally  by  enrollee  par- 
ticipants and  by  the  federal  general  revenues.  The 
1972  amendments  to  the  act,  however,  limited  annual 
percentage  increases  in  the  SMI  premium  to  no  more  than 
the  percentage  increase  in  monthly  cash  benefits.  This 
change  resulted  in  a  large  increase  in  the  federal 
contribution.  The  general  revenue  share  of  SMI 
funding,  which  was  50  percent  in  1971,  rose  to  70 
percent,  in  1982  (Gibson,  et  al,  1983).  The  1984 
Medicare  trustees  report  indicates  that  the  general 
revenue  contributions  in  1983  amounted  to  $14.9 
billion,  accounting  for  75  percent  of  all  SMI  income. 
Recent  legislation  now  limits  the  federal  government's 
share  of  SMI  costs  to  75  percent. 

As  a  nation,  we  are  committed  to  maintaining 
the  current  protection  Medicare  provides  to  the  aged 
and  disabled  populations.  Thus,  as  a  society  we  must 
be  committed  to  finding  solutions  to  Medicare  trust 
fund  financing  issues.  In  the  meantime,  however, 
given  the  current  benefit  structure  and  the  projected 
increase  in  the  number  of  eligible  beneficiaries,  it 
is  unlikely  that  Medicare  will  be  expanded  to  include 
additional  LTC  services. 


Medicaid 

The  Medicaid  program  faces  other  and  severe 
financing  problems,  stemming  in  large  part  from  the 
absence  of  a  framework  for  meeting  the  LTC  needs  of 
the  aged.  Medicaid  was  established  as  a  companion 
program  to  Medicare  to  provide  access  to  health- 
care services  for  the  poor.  When  Medicare  was  put 
into  place  in  1965,  there  was  no  previous  public 
health  insurance  program  for  the  general  aged 
population,  whereas  Medicaid  replaced  Medical 
Assistance  for  the  aged  poor  and  was  designed  to 
include  low-income  blind  or  disabled  persons  under  65 
and  poor  families  with  dependent  children.  Although 
not  designed  as  such,  as  many  observers  have  noted, 
Medicaid  has  become,  de  facto,  a  nursing  home  program 
for   many  of  the  aged  in  the  nation. 

Medicaid  is  administered  by  the  states,  and  each 
state  develops  its  own  plan  under  federal  guidelines. 
Medicaid  programs  must  cover  a  minimum  set  of  benefits , 
including  inpatient  and  outpatient  care,  physicians' 
services,  laboratory  and  X-ray  services,  and  skilled 
nursing  and  home  health  services  for  persons  21  years 
of  age  and  over. 

The  program  is  financed  jointly  by  the  states  and 
the  federal  government.  In  some  cases,  local  govern- 
ments contribute.  The  federal  share,  determined  by  a 
formula  based  on  state  per  capita  income,  can  range 
from   50  percent  to  83  percent. 

In  FY  1983,  Medicaid  costs  reached  $35  billion, 
with  the  federal  government  contributing  $19  billion 
and  the  states  and  local  governments  contributing  $16 
billion.  In  the  past  ten  years,  Medicaid  spending  has 
been  the  most  rapidly  rising  component  of  most  state 
budgets,     exceeding     the     rate     of     growth     in     state 


revenues  (Rymer,  et  al,  1984).  In  addition,  the 
expenditures  for  long-term  care  services  is  the  largest 
component  of  Medicaid  spending. 

Medicaid  expenditures  for  persons  receiving 
cash  assistance  account  for  only  a  little  more  than 
50  percent  of  all  outlays;  expenditures  for  persons 
receiving  medical  assistance  only — a  much  smaller 
population  group — account  for  the  remainder.  A  large 
proportion  of  Medicaid  outlays  are  for  nursing  home 
care.  In  fiscal  year  1982,  of  the  total  Medicaid 
outlays,  32  percent  were  for  nursing  home  care  (15 
percent  for  skilled  nursing  and  17  percent  for 
intermediate  care  facility  (ICF)  services)  and  an 
additional  12  percent  was  for  ICF  services  for  the 
mentally  retarded   (Ruther,   et  al,    1984). 

The  proportion  of  Medicaid  dollars  expended  for 
nursing  home  care  reflects  the  overall  growth  in  the 
demand  and  supply  of  nursing  home  services.  In  1965, 
the  year  before  the  implementation  of  Medicaid,  the 
nation  spent  just  over  $2  billion  on  nursing  home  care, 
or  5  percent  of  total  health-care  outlays.  By  1982, 
nursing  home  care  spending  came  to  $27.3  billion,  or 
8.5  percent  of  the  total  health-care  bill  (Table  6). 


Tible  6 

Growth  of  nursing  home  expenditures  as  a 

percent  of  total  national  health  expenditures: 

United  States,  Selected  years  1929-1982 


Total  national 

Nursing  home 

health 

Nursing  home 

expenditures  as 

Year 

expenditures 

expenditures^' 

percent  of  total 

(in 

billions) 

1929 

$     3.6 

b/ 

_ 

1940 

4.0 

b/ 

— 

1950 

12.7 

$     .2 

1.6 

1955 

17.7 

.3 

1.7 

1960 

26.9 

.5 

1.9 

1965 

41.7 

2.1 

5.0 

1970 

74.7 

4.7 

6.3 

1975 

132.7 

10.1 

7.6 

1980 

249.0 

20.6 

8.3 

1982 

322.4 

27.3 

8.5 

a/  Includes  SNF.  ICF.  and  ICF  MR 

b/  Less  than  0.1  billion 

SOURCE:  Health  Care  Financing  Administration.  Bureau  of  Data  Management  and  Strategy. 


The  1977  National  Nursing  Home  Survey  showed  that 
1.3  million  [persons  were  residents  of  nursing  homes. 
Of  these,  89  percent  were  65  years  of  age  and  older. 
Under  the  assumptions  of  the  growth  of  the  aged 
population  by  specified  age  groups  and  without  any 
increase  in  the  rate  of  use  of  nursing  home  care,  by 
the  year  2000  the  nursing  home  population  is  projected 
to  increase  to  nearly  2  million  residents,  with  91 
percent  65  years  old  and  over .  Projections  to  the  year 
2030  indicate  that  the  nursing  home  population  will 
reach  nearly  3  million,  with  93  percent  aged  65  years 
and  over   (figure  2)    (Fox  and  Clauser,    1980). 

Despite  the  strains  on  state  budgets  and  on  the 
federal  general  revenues  from  the  growing  Medicaid 
spending,  the  Medicaid  program  is  likely  to  continue 
to  be  the  dominant  payer  for  LTC  services  unless  there 
are  changes  in  the  current  financing  arrangement. 
Very  few  persons  have  health  insurance  coverage  beyond 
that   for  acute-care   services.      In   1982,    of   the  total 
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Delivery  Issues 


Figure  2 

Projections  of  nursing  home  use  if 
current  trends  continue 


E   1.500.000 


(9.0%! 


2000 
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Long  Term  Care  Background  and 


nursing  home  care  bill,  less  than  1  percent  was  funded 
by  private  health  insurance,  while  't't  percent  was  met 
by  out-of-pocket  payments  (Table  7).  The  Medicaid 
program  covered  'f8.5  percent  of  all  nursing  home 
expenditures  in  the  nation.  Almost  half  of  these 
Medicaid  outlays  for  nursing  home  care  were  for  aged 
persons  who  entered  nursing  homes  as  private-pay 
patients  and  who  exhausted  their  assets  and  became 
dependent  upon   Medicaid. 


Table  7 
Nursing  home  care  expenditures, 

by  source  of  payment  1982 


Source  of  payment 


Amount 
in  billions 


Percent 


Total 
Patient-direct  payments 
Federal 

Medicare 

Medicaid 

Other 
State  and  local 

Medicaid 

Other 
Private  health  ins. 
Other 


$27.3 

100.0 

11.9 

43.6 

$  7.9 

28.9 

(  .51 

(  1.8) 

(6.9) 

(25.3) 

(  .5) 

(  1.8) 

$  7.1 

26.1 

(6.3) 

(23.2) 

(  .8) 

(  2.9) 

$  0.2 

0.7 

$  0.2 

0.7 

SOURCE    Health  Care  Financing  Administration.  Bureau  of  Data  Management  and  Strategy. 


If  Medicaid  is  to  remain  a  program  targeted  to 
the  needs  of  the  poor,  society  must  find  some  way  to 
shield  Medicaid  from  being  the  principal  third -party 
payer  for  LTC.  Particularly,  as  the  population  ages, 
the  ability  of  the  public  sector  to  shoulder  more  of 
the  burden  for  LTC  is  questionable.  It  is  clear  that 
we  need  to  develop  appropriate  private-insurance 
mechanisms  that  pool  the  known  risks  for   LTC. 


The  second  set  of  problems  in  the  provision  of 
LTC  involves  availability  and  delivery  of  services. 
The  array  of  LTC  services  needed  are  often  not 
available.  Some  nursing  home  placements  could  be 
prevented  or  delayed  if  options  were  more  readily 
available  in  the  community  for  the  kinds  of  services 
needed  by  frail  and  disabled  persons.  The  impaired 
elderly  are  likely  to  require  personal  care  and 
support  services  as  much  as  medical  care  services. 
Except  in  an  institutional  setting,  the  combination  of 
such  services  is  often  difficult  to  obtain  by  those 
with  LTC  needs.  The  increase  of  the  aged  population 
projected  for  this  decade  and  for  several  decades  to 
come  can  only  exacerbate  the  current  inadequacies  in 
the  availability  of  services  in  the   LTC  sector. 

There  is  an  imperative  to  develop  new  approach- 
es and  linkages  between  the  formal  and  informal 
services  required  by  the  aged  with  varying  levels  of 
dependency.  It  is  important  to  note  that  for  every 
person  aged  65  and  older  residing  in  a  nursing  home  it 
is  estimated  that  there  are  two  persons  requiring 
similar  levels  of  care  in  the  community.  With  new 
initiatives  in  the  organization  and  delivery  of  LTC 
services  in  the  community,  and  with  options  for 
changes  in  housing  as  the  need  arises,  the  aged  would 
be  better  able  to  maintain  their  independence  as 
long  as  possible,  thereby  preventing  or  delaying 
institutionalization . 


Future  Directions 

As  we  consider  the  issues  in  the  provision  of 
LTC,  it  is  important  to  recognize  that  major  providers 
of  LTC  include  not  only  the  traditional  health-care 
providers  but  a  broad  array  of  caregivers,  including 
spouses,  adult  children,  friends,  neighbors,  and 
volunteers.  The  LTC  needs  of  the  elderly  range  across 
a  broad  spectrum,  from  those  of  a  frail  but  physically 
independent  aged  person  living  at  home  (or  in  a  more 
protected  congregate  housing  environment)  and  re- 
quiring only  minimal  assistance  for  shopping  or 
transportation ,  to  those  of  the  severely  dependent 
bedridden  patient.  To  meet  the  LTC  needs  of  such  a 
widely  varying  population  in  a  cost-effective  and 
rational  manner  means  that  the  medical  model  of  care 
should  be  part  of  a  much  broader  system  of  LTC  that 
also  makes  provision  for  the  support  services  required 
by  the  aged  population. 

Finding  new  approaches  for  LTC  needs  could 
have  enormous  benefits  in  terms  of  costs  and  quality 
of  life,  not  only  for  the  aged  themselves  but  for  the 
entire  society.  We  have  begun  to  realize  that  we  have 
been  hampered  in  our  thinking  by  stereotyping  persons 
aged  65  and  over .  The  aged  have  often  been  portrayed 
as  uniformly  poor,  beset  with  physical  and  mental 
impairments,  and  holding  a  set  of  attitudes  that  are 
different  from  those  of  younger  people.  A  reassess- 
ment of  those  65  and  over  shows  them  to  be  a  hetero- 
geneous population  with  a  range  of  economic,  physical, 
and  mental  attributes  that  greatly  overlap  those  of 
the  younger  population.  In  many  instances,  the 
elderly  could  meet  their  own  financial  and  personal 
needs  if  the  opportunity  were  there  to  take  advantage 
of  their  own  assets  and  strengths.  The  aged  also  have 
abilities  and  skills  developed  over  a  lifetime  that 
could  greatly  add  to  the  vitality  and  productivity  of 
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our  nation  if  more  opportunities  were  avaiiable  for 
them  to  participate.  In  essence,  the  challenge  in  LTC 
is  to  create  a  far  more  dynamic  set  of  options  for 
meeting  the  varying  needs  that  come  with  advancing 
years  and,  especially,  for  helping  the  elderly  help 
themselves. 

During  the  past  decade,  knowledge  has  been 
developed  and  initiatives  have  been  introduced  that 
offer  new  perspectives  in  LTC.  A  better  understanding 
of  the  aged  population  is  taking  hold,  stemming  from 
recent  information  gathered  about  the  range  in  health 
status  and  the  distribution  of  income  and  assets  among 
the  aged  population  and  from  more  informed  analyses  of 
the  formal  and  informal  support  systems  used  in  LTC. 
In  the  1980  National  Medical  Care  Utilization  and 
Expenditure  Survey  (NMCUES)  of  the  noninstitution- 
alized  population,  63  percent  of  the  aged  judged  their 
health  to  be  "excellent  or  good."  Other  studies  have 
shown  that  most  of  the  aged  own  their  homes.  Three- 
quarters  of  all  elderly  persons  (and  65  percent  of  the 
elderly  poor)  are  homeowners,  with  substantial  accrued 
equity.  In  addition,  figures  from  the  Census  Bureau 
indicate  that  in  1959  there  were  35  percent  of  the  aged 
with  incomes  below  the  poverty  level  while  in  1982  the 
figure  was  down  to  15  percent  (U.S.  Bureau  of  Census, 
1982).  Thus,  the  elderly  as  a  group  today  are  sig- 
nificantly better  off  financially  than  their  parents. 
There  has  also  been  a  dramatic  rise  in  the  educational 
attainment  of  the  elderly.  Since  income  is  related  to 
education,  the  future  elderly  may  well  enjoy  higher 
socio-economic  status  than  the  present  elderly. 

Also,  in  the  past  decade  very  significant  innova- 
tive ideas  and  proposals  in  LTC  financing  and  delivery 
systems  have  been  developed  by  the  private  sector,  by 
the  federal,  state,  and  local  governments,  and  by  the 
community.  These  ideas  have  the  potential  for  pro- 
viding real  solutions  to  the  problems  in  our  current 
system.  Some  of  these  concepts  are  being  tested  in 
demonstrations  and  in  the  marketplace.  Moreover,  the 
federal  government  and  the  states  have  been  consider- 
ing, and  in  some  instances  have  already  implemented, 
new  tax  policies  and  programs  to  assist  the  elderly  in 
their  LTC  needs. 

It  was  this  wide  array  of  new  thought  and  acti- 
vities that  gave  the  Health  Care  Financing  Admin- 
istration the  impetus  to  sponsor  a  one-day  conference 
on  initiatives  in  LTC  financing  and  delivery  systems. 
The  goal  of  the  conference  was  to  focus  on  pressing 
financing  and  delivery  issues,  and  to  provide  a  forum 
for  discussion  of  promising  initiatives  in  LTC  that 
respond  to  current  and  future  demographic  realities. 

The  agenda  chosen  was  considered  unusual  for  a 
conference  sponsored  by  the  federal  government. 
Instead  of  focusing  on  the  federal  sector,  the  con- 
ference addressed  initiatives  from  all  sectors  of 
our  society.  In  a  one-day  conference  the  program 
presented  could  not  cover  the  many  initiatives  in 
LTC  financing  and  delivery  currently  underway  in 
the  United  States.  Eight  topics  were  selected  which 
represented  some  of  the  most  compelling  and  promising 


concepts   emerging   in   the  private,    public,    and  com- 
munity sectors. 

The  format  of  the  program  was  designed  to  provide 
more  than  one  spieaker  for  each  topic.  The  first 
speaker  was  selected  to  present  an  overview  of  the 
topic  and  to  discuss  the  concepts,  issues,  feasi- 
bility, and  barriers  to  implementation.  The  follow- 
up  speakers  were  selected  because  they  had  actual 
experience  in  implementing  the  concept  and  could  thus 
provide  real- world  perspectives. 

More  than  1^50  policymakers  and  others  interested 
in  LTC  alternatives  participated  in  the  conference  held 
at  the  Mayflower  Hotel,  Washington,  D.C.,  on  January 
24,198^.  The  conference  was  tape-recorded.  Speakers 
who  presented  an  overview  of  a  topic  were  asked  to 
provide  a  final  written  paper  for  inclusion  in  these 
proceedings.  Follow-up  speakers  who  described  their 
experience  were  provided  transcripts  of  their 
presentations  and  given  the  opportunity  to  make  minor 
revisions  or  editorial  changes.  This  volume  contains 
the  edited  versions  of  the  final  papers  from  our 
speakers . 
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CHAPTER  2 


LONG-TERM  CARE  INSURANCE 


THE  STATE  OF  THE  ART  IN  LONG-TERM  CARE  INSURANCE 


Mark  R.   Meiners,    National  Center  for  Health  Services  Research 


Introduction 

To  those  who  have  studied  our  national  health - 
expenditure  accounts  for  what  they  reveal  about  the 
financing  of  long-term  care,  it  may  come  as  a  surprise 
to  learn  that  long-term  care  insurance  exists.^  The 
estimates  suggest  very  little  private  insurance  pro- 
viding coverage  of  nursing  home  care,  the  primary  com- 
ponent of  long-term  care,  and  a  substantial  portion  is 
paid  from  private  resources.  In  1981,  only  about  1  per- 
cent of  the  $2't.2  billion  spent  on  nursing  home  care  was 
covered  by  private  insurance  while  about  >^3  percent  was 
paid  directly  by  patients  or  their  families  (Gibson  and 
Waldo,  1982).  In  spite  of  this  lack  of  coverage,  other 
national  estimates  suggest  that  a  majority  (59  percent) 
of  the  elderly  had  private  insurance  for  nursing  home 
care  to  supplement  their  Medicare  benefits  (Cafferata, 
In  Press).  In  sorting  out  the  reasons  for  this  paradox 
and  researching  the  market  potential  for  private  long- 
term  care  insurance,  the  author  found  examples  of 
extended  insurance  coverage  for  nursing  home  and  home 
health  care.  Some  insurers  have  in  fact  been  selling 
such  coverage  for  several  years  and  have  used  their 
experience  to  revise  their  policy  specifications. 
Others  are  just  getting  started. 

This  paper  examines  the  details  of  these  examples 
as  a  basis  for  understanding  how  to  insure  long-term 
care.  Before  discussing  specific  policies,  however,  it 
may  be  helpful  to  describe  Medicare  nursing  home  and 
home  health  benefits.  How  the  majority  of  private  in- 
surers have  covered  these  services  has  been  influenced 
by  Medicare  provisions. 


Medicare  Nursing  Home  and  Home  Health  Benefits 

As  many  of  our  elderly  have  become  painfully 
aware,  Medicare  was  not  designed  to  address  the  need 
for  long-term  care.  Nursing  home  care  is  covered  up 
to  100  days,  with  the  first  20  days  completely  cover- 
ed and  a  daily  copayment  equal  to  one-eighth  the 
hospital  deductible  (currently  $38)  for  the  remaining 
80  days.  In  order  to  qualify  for  this  coverage,  a 
person  must  have  been  hospitalized  for  at  least  three 
days  for  the  same  sickness  or  injury;  the  patient  must 
be  transferred  to  a  skilled  nursing  facility  (SNF) 
within  30  days  after  discharge  from  the  hospital  and 
the  transfer  certified  by  a  doctor;  the  SNF  must  be 
certified  by  Medicare;  and  patients  must  need  and 
receive  daily  skilled  nursing  care  or  daily  skilled 
rehabilitation    therapies    to    improve    their    condition. 


The  views  expressed  in  this  paper  are  those  of  the 
author,  and  no  official  endorsement  by  the  National 
Center  for  Health  Services  Research  or  the  Department 
of  Health  and  Human  Services  is  intended  or  should 
be  inferred. 


In  practice,  users  of  Medicare  nursing  home  bene- 
fits receive  only  about  27  days  of  covered  care  per  year 
(Muse  and  Sawyer,  1982) .  The  reasons  for  this  limited 
funding  of  nursing  home  care  have  been  recently  docu- 
mented. Medicare's  claims  criteria  are  often  complex 
and  restrictive;  also,  they  are  subject  to  the  indivi- 
dual judgment  of  claims  reviewers,  which  can  vary  sub- 
stantially (Smits,  Feder,  and  Scanlon,  1982).  Also, 
only  a  portion  of  all  nursing  home  beds  are  certified 
for  Medicare,  limiting  access  to  covered  care.  Medicare 
certification  has  lost  its  appeal  for  nursing  home  oper- 
ators for  a  number  of  reasons.  Some  of  these  are  the 
specter  of  retroactive  denials  of  claims,  strict  federal 
requirements  for  Medicare  SNF  certification,  and  the 
paperwork  burden  of  a  reimbursement  system  that  en- 
courages rapid  turnover  and  that  differs  from  the  system 
used  for  private-pay  and  Medicaid  patients  (Feder  and 
Scanlon,    1982). 

Home  health  care  is  covered  under  the  Hospital 
Insurance  (Part  A)  and  Supplementary  Medical  Insurance 
(Part  B)  of  Medicare.  Benefits  are  payable  if  a  benefi- 
ciary needs  part-time  skilled  nursing,  physical  therapy, 
or  speech  therapy .  Under  the  Omnibus  Reconciliation  Act 
of  1980,  benefits  were  expanded  from  100  visits  to  un- 
limited visits  under  Medicare  Parts  A  and  B.  Other  pro- 
visions have  also  been  relaxed.  Part  A  no  longer 
requires  that  the  patient  be  hospitalized  three  consecu- 
tive days  prior  to  receipt  of  home  health  services,  nor 
that  the  home  health  services  be  a  continuation  of 
treatment  for  a  condition  treated  previously  in  a  hospi- 
tal or  nursing  home.  Also,  the  yearly  deductible  under 
Part  B  is  no  longer  applicable  to  home  health  services, 
and  the  requirement  that  proprietary  home  health  agen- 
cies could  only  participate  in  those  states  which  license 
home  health  agencies  has  been  eliminated. 

Major  program  requirements  that  have  not  changed 
are  that  the  individual  must  be  housebound  and  that  the 
needed  services  be  documented  by  a  physician  to  be  pri- 
marily skilled  care.  Personal  care  services  provided  by 
home  health  aides  on  a  part-time  or  intermittent  basis 
are  covered  if  the  patient  is  receiving  one  of  the 
qualifying  skilled  services.  Homemaker  services  can  be 
provided  if  they  are  incidental  to  personal  care  and  do 
not  substantially  increase  the  time  spent  by  the  home 
health  aide. 

It  may  be  obvious  that  100  days  of  nursing  home 
coverage  is  not  what  we  think  about  when  we  discuss  long- 
term  care.  However,  while  home  health  coverage  may 
appear  more  liberal,  in  practice  its  users,  like  nursing 
home  users,  receive  service  amounting  to  nowhere  near 
the  limit  of  covered  care.  Home  health  care  averages 
about  23  visits  per  user  (Muse  and  Sawyer ,  1982).  Under 
the  new  rules  some  increased  use  of  home  health  care  is 
expected,  but  it  is  unlikely  to  be  substantial  because 
of  the  homebound  and  skilled  care  criteria  (Pillemer  and 
Levine,    1982). 
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Current  Private  Insurance  Practice 

At  present,  most  private  insurance  simply  fills  the 
gaps  in  Medicare  nursing  home  coverage.  It  pays  for  the 
daily  copayment  from  the  20th  to  the  100th  day  of  an 
approved  stay  in  a  Medicare  SNF  facility.  Some  policies 
provide  for  skilled  care  as  defined  by  Medicare  to  be 
covered  in  a  certified  facility  for  stays  past  100  days, 
usually  for  365  days  but  sometimes  longer.  The  value  of 
this  coverage  is  limited,  since  few  people  qualify  for 
much  in  Medicare  SNF  benefits  beyond  the  20  free  days. 

Removing  the  requirement  that  the  beneficiary 
receive  care  in  a  Medicare-certified  SNF  bed  is  an  im- 
provement, because  this  requirement  limited  access  to 
covered  care.  Some  insurers  have  recognized  this  and 
now  require  only  that  the  nursing  home  be  licensed  as  a 
SNF  by  the  state.  The  effect  of  this  change  is  to 
extend  the  bed  supply  qualifying  for  insurance  coverage 
and  to  increase  the  potential  utilization  of  the  nursing 
home  benefit. 

The  coverage  outlined  thus  far  represents  current 
practice  in  private  coverage  of  nursing  home  care . 
Since  insurers  rely  on  the  narrow  Medicare  definition  of 
skilled  care,  it  is  not  surprising  that  our  national 
health  accounts  reveal  such  a  small  role  for  private 
insurance  financing  of  nursing  home  care,  in  spite  of 
the  significant  number  of  the  elderly  who  own  an 
insurance  policy  that  covers  nursing  home  care. 


Beyond  Current  Benefits 

The  first  real  progress  toward  liberalization  of 
benefits  is  coverage  for  skilled  care  that  may  not 
satisfy  Medicare  criteria.  A  first  step  is  benefits 
covering  any  confinement  in  a  state -licensed  skilled 
nursing  home  for  the  purpose  of  receiving  skilled 
nursing  home  care.  However,  administering  such  claims 
on  the  basis  of  whether  the  services  required  constitute 
skilled  care  or  something  less  is  controversial  and  open 
to  challenge.  A  more  important  liberalization  of  bene- 
fits occurs  when  coverage  is  provided  for  levels  of  care 
below  skilled  nursing  criteria. 

Coverages  below  the  skilled  level  are  typically 
referred  to  as  intermediate  and  custodial  care.  These 
types  of  care  are  difficult  to  define.  The  concept  of 
intermediate  care,  which  comes  from  the  Medicaid  pro- 
gram, addresses  coverage  of  what  amounts  to  personal 
care  with  skilled  nursing  services,  but  on  a  less  fre- 
quent basis  than  would  be  the  case  with  skilled  care. 
In  practice,  the  intermediate  care  definition  varies 
greatly  by  state,  with  many  viewing  it  simply  as  a 
cheaper  version  of  skilled  care.  The  definition  of 
custodial  care  also  varies,  ranging  from  personal  care 
with  some  nursing  to  only  personal  care,  to  simply 
sheltered  living  with  no  specific  provision  for  personal 
assistance . 

Lack  of  a  clear  distinction  between  skilled,  inter- 
mediate, and  custodial  care  has  been  a  major  barrier  to 
the  development  of  nursing  home  insurance .  People  need 
coverage  for  personal  care  along  with  nursing  care  and 
will  benefit  most  if  coverage  continues  even  when  per- 
sonal care  is  the  predominant  service  they  receive. 
Insurers,  on  the  other  hand,  do  not  wish  to  be  respon- 
sible for  the  care  of  a  person  who  no  longer  wants  to 
live  independently. 


Long-term  coverage  for  home  care  is  even  rarer 
than  long-term  nursing  home  insurance.  Insurers  know 
that  home  care  is  more  desirable  than  nursing  home  care 
and  fear  that  if  it  is  made  available  there  will  be 
excessive  utilization,  particularly  since  further 
liberalization  of  Medicare  means  removing  the  homebound 
requirement  or  reducing  the  care  required  below  the 
skilled  level. 

Specific  Examples  of  Long-Term  Care  Insurance 

Sixteen  examples  of  insurance  that  covers  nursing 
home  care  or  home  care  for  a  long  time  and  that  includes 
coveraf^e  below  the  skilled  nursing  level  will  be 
reviewed.  This  set  is  probably  representative  of  the 
insurance  currently  written.  Other  examples  may  exist 
but  could  not  be  found  after  numerous  contacts  with 
knowledgeable  individuals  and  organizations. 

Table  1  lists  the  policies  and  summarizes  their 
major  features.  It  can  be  found  at  the  end  of  this 
chapter ,  pages  30  to  3'4- .  The  first  fourteen  examples 
are  similar  in  that  they  pay  a  set  amount  per  day  for 
covered  illnesses  and  injuries  under  the  provisions  of 
the  policy  and  are  marketed  to  individuals.  The 
remaining  two  policies  in  the  set  pay  the  actual  charges 
for  covered  illnesses  or  injuries;  one  is  available  as 
part  of  comprehensive  employee  group  coverage. 

No  ranking  or  other  special  ordering  is  implied  by 
the  table  or  sequence  of  discussion  in  the  text.  To  the 
extent  possible,  consistent  information  is  reported. 
However,  unique  features  are  highlighted,  where  they 
could  be  identified.  (Since  a  concise  comparison  of 
premiums  is  not  possible  because  of  the  many  different 
features  and  benefits  that  could  influence  the  amount 
charged,  the  rates  in  the  tables  are  as  provided  by  the 
insurers. ) 

In  this  section  the  benefits  of  each  policy  are 
discussed,  with  special  attention  given  to  definitions 
used  to  distinguish  types  of  care  covered.  In  several 
cases,  the  current  policy  reflects  experience  gained 
from  earlier  offerings.  Where  possible,  this  background 
will  be  provided.  A  brief  overview  is  also  provided  of 
the  long-term  care  coverage  in  the  Social/Health  Main- 
tenance Organization  (S/HMO)  pilot  program  that  is 
scheduled  to  be  marketed  in  the  near  future. 

In  the  following  section,  an  overview  of  other 
important  characteristics  that  are  common  to  most  of  the 
policies  is  presented.  The  last  section  of  the  paper 
provides  a  summary  discussion  of  the  current  state  of 
the  art  in  long-term  care  insurance.  Readers  not  inter- 
ested in  specific  details  of  the  policies  may  wish  to  go  i 
directly  to  the  summary  discussion.  j 

Fireman's  Fund 

Since  1976,  Fireman's  Fund  American  Life  Insur-     , 
ance  Company,  San  Rafael,  California,  has  underwritten     j 
a  policy  that  covers  extended  care  in  a  nursing  home,     j 
The  original  policy  offers  the  option  of  coverage  for     . 
two  or  four  years  in  a  convalescent  hospital  or  skilled 
nursing   home  and  will  not  be  terminated  if  the  con- 
finement results  in  care  of  a  custodial  nature.     Also 
offered  is  the  option  of  benefits  starting  on  the  first     i 
day  of  confinement  or  the  2Ist  day.   The  policy  pays  $W 
a  day  for  the  benefit  period.    The  policy  was  marketed 
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by  age  groups  50  to  6^^,  65  to  71 ,  and  72  to  79  with 
premiums  set  at  issue  age.  That  is,  premiums  do  not 
change  once  a  person  has  purchased  the  policy,  unless 
they  are  changed  for  all  policy  owners   (Table  2). 


Table  2.      Annual  Premium  Rates  per  $100  Monthly 
Benefits  for  Fireman's  Fund  Policies 


Original  Policy 


2-year 

benefit 

'I -year 

benefit 

Age 

1st  day 

21st  day 

1st  day 

21st  day 

50-6't 

$'*! 

$26 

$^18 

$30 

65-71 

^8 

3^ 

57 

1+0 

72-79 

57 

^6 

63 

51 

Current  Policy--Annual  Premiums 
per  $100  Monthly  Benefit 


Age 

21st  day 

101st  day 

Under  6^* 

$25 

$20 

60-65 

30 

23 

70 

1^2 

32 

71 

Hk 

^k 

72 

H7 

36 

73 

50 

39 

7li 

53 

k\ 

75 

58 

k5 

76 

63 

^9 

77 

58 

52 

78 

73 

56 

79 

78 

60 

80* 

78 

60 

81* 

78 

60 

*Only     available    if     spouse     is    insured    for 
greater  amount  and  under  age  80. 


like    or 


Until  recently  the  only  changes  made  to  the 
Fireman's  Fund  policy  were  to  increase  the  maximum 
daily  coverage  available,  to  allow  the  premium  to  be 
waived  after  benefits  had  been  payable  for  90  days  of 
continuous  confinement  in  a  sl<illed  nursing  home,  and 
to  allow  new  sales  only  to  persons  under  the  age  of  80. 
The  latter  adjustment  was  noteworthy  in  light  of  the 
very  limited  experience  with  long-term  care  insurance. 
Fireman's  Fund  determined  that  utilization  experience 
with  persons  who  wanted  to  purchase  the  policy  after 
reaching  age  80  was  too  high  to  reasonably  insure. 
Furthermore,  the  agent  selling  the  coverage  noted  a 
significant  decline  in  the  general  ability  of  people  at 
that  age  to  understand  the  coverage  provided  by  the 
insurance. 

Though  not  tied  to  restrictive  Medicare  definitions 
of  a  skilled  nursing  facility  or  skilled  care,  the 
original  policy  read  as  if  only  skilled  care  was 
covered.    In  fact,  a  skilled  nursing  home  was  defined  in 


the  policy  not  to  include  "a  rest  home,  home  for  the 
aged  or  similar  institutions,  or  units  of  same,  which 
provide  primarily  custodial  care."  An  amendment  clari- 
fied the  intent  of  the  policy  to  cover  a  confinement 
"which  is  not,  at  first,  primarily  custodial  in  nature, 
but  may,  after  being  admitted  to  the  skilled  nursing 
home,  be  reduced  to  a  level  that  is  primarily  custodial 
in  nature." 

A  new  policy  issued  by  Fireman's  Fund  is  similar 
but  includes  some  improvement  in  coverage.  Most 
interesting  is  the  addition  of  a  home  care  benefit 
available  after  a  minimum  of  180  consecutive  paid  days 
in  a  skilled  nursing  home.  It  covers  up  to  180  days  in 
a  "home  convalescent  unit"  at  one  half  the  daily  benefit 
paid  when  the  beneficiary  is  in  a  skilled  nursing  home. 
The  benefit  is  to  be  payable  if  the  person  is  in  "a  pri- 
vate home,  a  home  for  the  aged,  a  residence  home  or  an 
institution  providing  primarily  residential  care;  but 
not  a  hospital,  skilled  nursing  home  or  similar  medical 
facility."  There  are  no  specific  requirements  that  any 
home  health  care  be  purchased  in  order  to  receive  the 
benefit.  This  provision  is  modeled  after  the  "get  well 
benefit"  found  in  some  disability  insurance,  which  pro- 
vides for  a  period  of  reduced  payments  even  after  a  per- 
son has  gone  back  to  work,  in  order  to  encourage  people 
to  give  up  their  benefits  and  return  to  active  life  as 
much  as  possible. 

Another  innovation  in  the  new  Fireman's  Fund 
policy  is  a  "paid-up  provision,"  which  provides  for  the 
coverage  to  remain  in  force  with  no  further  obligation 
for  premium  payment  once  the  beneficiary  has  received 
eighteen  consecutive  months  in  a  skilled  nursing  home. 
Other  changes  include  increasing  the  maximum  daily 
benefit  option  from  %'\0  to  $60,  dropping  the  option 
of  first-day  coverage  and  adding  an  option  for  coverage 
beginning  the  101st  day,  offering  only  the  four-year 
coverage  option  while  the  beneficiary  is  in  the  skilled 
nursing  home  rather  than  two  or  four  years,  and 
adjusting  the  premium  rate  schedule  to  reflect  year-by- 
year  age  differences  from  age  70  through  age  79.  The 
new  policy  sets  an  explicit  aggregate  ceiling  of  $87,600 
($60  x  365  days  x  <*  years)  but  allows  for  the  four-year 
period  to  be  renewable  if  a  nursing  home  confinement  is 
less  than  eighteen  months .  As  before ,  Fireman  '  s  Fund  is 
wary  of  selling  to  those  age  80  or  older  but  they  will 
do  so  for  those  age  80  or  81  if  a  spouse  is  insured  for 
a  like  or  greater  amount  of  indemnity  and  is  under  age 
80.  The  premium  rates  for  the  new  policy  are  also  shown 
in  Table  2. 

The  policy  is  currently  approved  for  sale  in  Cali- 
fornia, Arizona,  Nevada,  Hawaii,  Oregon,  Washington, 
Texas,    Idaho,   and  Utah. 


Federated   American  Life  Insurance  Company 

The  Federated  American  Life  Insurance  Company, 
of  Seattle,  Washington,  has  underwritten  a  policy  which 
is  directly  modeled  on  the  original  Fireman's  Fund 
policy.  However,  the  options  are  limited  to  the  20-day 
elimination  period,  four  years  of  coverage,  and  a  $30 
daily  benefit  maximum.  The  premium  rate  charged  for 
this  coverage  is  substantially  lower,  ranging  by  age 
group  from  57  percent  to  86  percent  of  the  rates  charged 
by  Fireman's  Fund  (Table  3) .  The  difference  in  rates  is 
reportedly  the  result  of   lower  first-year  commissions. 
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Table  3.      Annual  Premium  Rates 
for  Federated  American  Policy 


Age 


$30  daily  benefit 
^-  years  coverage 
20  day  waiting  period 


50-6U 
65-71 
72-8^* 


$170 
290 


One  notable  difference  between  the  two  policies, 
particularly  in  light  of  the  cost  difference,  is  the 
relatively  short  "preexisting"  clause  in  the  Federated 
American  Policy.  The  clause  limits  payment  for  pre- 
existing conditions  only  if  they  become  evident  more 
than  30  days  after  the  effective  date  of  the  policy. 
The  Fireman's  Fund  policy  uses  a  90-day  preexisting  con- 
dition clause. 

Recently  Federated  American  Life  stopped  under- 
writing this  policy  because  of  unrelated  financial  con- 
straints. Sterling  Credit  Life  Insurance  Company,  of 
Springfield,  Ohio  is  the  current  underwriter.  The 
policy  is  approved  for  sale  in  Washington,  California, 
Arizona,   Hawaii,   and  Idaho. 


Massachusetts  Indemnity  and  Life  Insurance  Company 

Another  company  that  has  experience  with  several 
different  long-term  care  insurance  policies  is  Massachu- 
setts Indemnity,  of  St.  Louis,  Missouri.  The  current 
product  is  designed  to  be  sold  only  to  members  of  groups 
(for  example,  senior  citizens'  organizations).  After  60 
days  of  care  in  a  state-licensed  skilled  or  intermediate 
care  facility,  the  policy  will  cover  any  combination  of 
skilled  care  at  $50  per  day  or  intermediate  care  at  $^^0 
per  day,  up  to  a  lifetime  maximum  of  $75,000.  Since 
only  a  skilled  nursing  facility  is  defined,  the  policy 
appears  to  rely  on  the  state  licensure  for  dis- 
tinguishing between  skilled  and  intermediate  care  faci- 
lities and  care.  Specifically  excluded  from  coverage  is 
custodial  care ,  defined  as  board  and  personal  assistance 
for  people  who  are  unable  to  care  for  themselves  but  who 
do  not  require  daily  nursing  care. 

The  policy  is  designed  to  be  sold  to  persons  of 
working  age  as  well  as  to  retirees.  The  premium 
structure  is  set  by  age  groups  beginning  at  age  18  and 
reflects  the  risk  of  institutionalization  for  each  group. 
Premiums  increase  as  enrollees  grow  older,  in  contrast 
to  policies  like  that  of  Fireman's  Fund,  which  set 
premiums  at  the  time  of  purchase.  Two  premium  rate 
schedules  have  been  developed  (Table  ^) ,  one  for 
Minnesota,  which  required  a  strict  55  percent  loss  ratio 
commitment,  and  a  slightly  higher  schedule  of  rates  for 
sales  in  Idaho  and  Missouri,  the  other  states  where  the 
product  is  currently  being  marketed. 

Earlier  long-term  coverage  underwritten  by 
Massachusetts  Indemnity  was  designed  to  be  sold  on  an 
individual  rather  than  a  group  basis.  One  version 
structured  its  benefits  to  pay  $20  per  day  for  skilled 
or  intermediate  care  in  a  SNF  for  days  1  through  365, 
and  $10  per  day  for  custodial  care  in  a  SNF  for  days  101 
through  365.    In  addition,  the  policy  paid  $30  per  month 


Table  't.      Annual  Premium  Rates  for 
Massachusetts  Indemnity  Policies 


$50  SNF  benefit  -  $W  ICF  benefit 
-  60  Day  waiting  period  -  $75,000 
Maximum  benefit 


Age 

Minnesota 

Other  States 

18-39 

%55 

$75 

W-5ii 

75 

105 

55-ek 

135 

185 

65-69 

260 

310 

70-71^ 

465 

550 

75-79 

600 

715 

80-8^^ 

795 

940 

85+ 

1,055 

1,245 

for  physical  exams  while  the  beneficiary  was  in  the 
SNF,  along  with  a  $25  ambulance-service  benefit. 
The  current  product  is  designed  to  avoid  early  ad- 
verse experience  attributable  in  part  to  first-day 
coverage  and  the  lack  of  adequate  controls  on  agents 
selling  on  an  individual  basis. 


Great  Republic  Life  Insurance  Company 

The  Great  Republic  Life  Insurance  Company,  of 
Seattle,  Washington,  markets  a  skilled  nursing  home 
policy  that  includes  an  optional  rider  for  coverage 
of  intermediate  and  custodial  care.  The  policy  is 
innovative  in  that  the  basic  plan  includes  a  $50  per 
month  physical  examination  benefit  while  the  benefi- 
ciary is  in  a  SNF  and  what  amounts  to  a  long-term 
home  health  benefit  in  addition  to  skilled  nursing 
home  coverage.  The  skilled  care  benefit  covers  actual 
charges  up  to  $20  per  day  for  the  first  100  days  and 
$40  per  day  for  up  to  three  years  thereafter.  The 
optional  rider  for  intermediate  and  custodial  care 
covers  up  to  70  percent  of  the  lesser  of  the  actual 
charge  for  such  care  or  $40  per  day,  beginning  after 
the  90th  day  of  confinement,  with  a  maximum  limit  of 
two  years  of  coverage.  The  intermediate  and  custodial 
benefit  is  not  dependent  on  any  prior  confinement  in 
a  skilled  nursing  home.  The  premium  rates  are  shown 
in  Table  5. 

Table  5.      Annual  Premium  Rates 
for  Great  Republic  Policy 


Age        Skilled  Nursing  Home        Intermediate  and 
Rider  Care  Policy  Custodial  Care 


$130 
180 
260 
330 


The  policy  provides  specific  definitions  of  inter- 
mediate and  custodial  facilities  and  care.  It  is 
interesting  to  note,   however,  that  the  skilled  nursing 


55-69 

$195 

70-74 

227 

75-79 

295 

80-84 

295 
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care  benefit  was  revised  to  cover  intermediate  care  pro- 
vided in  a  SNF.  This  liberalization  was  probably  due  to 
the  difficulty  of  trying  to  distinguish  between  skilled 
care  and  intermediate  care  and  the  desire  on  the  part  of 
the  insurance  company  to  clarify  the  intent  of  the 
policy.  However,  since  the  definition  of  intermediate 
and  custodial  care  is  identical  in  the  policy,  the 
clarification  falls  short.  The  implication  is  that  as 
long  as  beneficiaries  can  remain  placed  in  a  SNF,  they 
can  receive  intermediate  care  for  up  to  three  years, 
while  placement  in  an  ICF  would  limit  coverage  to  two 
years.  It  is  unlikely  that  this  was  intended,  however, 
since  it  implies  that  more  unskilled  care  may  actually 
be  available  for  someone  who  did  not  have  the  optional 
intermediate  and  custodial  care  rider. 

The  home  benefit  covers  the  actual  charge,  not  to 
exceed  $25  per  day,  up  to  three  years  for  services  of  a 
private-duty  nurse  (not  a  family  member)  following  a 
hospital  confinement  of  at  least  three  days.  The  policy 
requires  that  the  beneficiary  be  "house  confined"  but 
defines  this  only  as  inability  to  resume  normal  activi- 
ties. Though  a  "private -duty  nurse"  is  defined  to  be  a 
registered  nurse,  *a  licensed  practical  nurse,  or  a 
licensed  visiting  nurse,  no  specific  restrictions  on 
level  of  care  provided  are  mentioned ,  other  than  that 
the  services  must  be  recommended  and  approved  by  a  phy- 
sician . 


United  Equitable  Insurance  Company 

Another  nursing  home  policy  that  explicitly 
recognized  differences  between  skilled  and  unskilled 
care  is  sold  by  United  Equitable  Insurance  Company,  of 
Skokie,  Illinois.  The  policy  offers  several  options, 
including  elimination  periods  of  1,  20,  or  100  days  for 
four  years,  with  lifetime  benefits  up  to  $60,000,  and 
intermediate  or  custodial  care  for  six  or  twelve  months 


at  half  the  skilled  care  benefit.  Intermediate  and 
custodial  care  are  identically  defined  and  must  follow 
20  consecutive  days  of  covered  skilled  care.  The  policy 
will  waive  premium  payments  after  90  days  or  more  of  a 
continuous  confinement.  The  policy  is  priced  by  age 
groups  60  to  69,  70  to  71^,  75  to  79,  and  80  to  8^*,  with 
the  price  set  at  time  of  purchase  (Table  6),  and  it  is 
approved  for  sale  in  all  states  except  New  York,  New 
Jersey,  North  Carolina,  South  Carolina,  and  Wisconsin. 

Limiting  coverage  for  intermediate  or  custodial 
care  to  a  substantially  shorter  period  than  skilled  care 
and  tying  the  benefit  to  20  days  of  skilled  care  reduce 
the  value  of  the  policy  for  the  typical  long  nursing 
home  stay.  Often  the  condition  of  long  stay  patients 
has  stabilized  to  the  point  where  they  are  likely  to 
need  more  intermediate  or  custodial  care  than  skilled 
care.  In  such  cases,  it  is  less  useful  to  the  benefi- 
ciary to  have  longer  coverage  for  skilled  than  for 
intermediate  or  custodial  care. 

The  definitions  of  level  of  care  in  the  United 
Equitable  policy,  however,  imply  a  more  liberal 
coverage.  The  skilled  nursing  care  benefit  will  be  paid 
in  either  a  skilled  nursing  facility,  intermediate  care 
facility,  or  custodial  care  facility.  Such  a  provision 
is  unusual,  since  it  would  seem  unlikely  that  skilled 
care  would  be  provided  in  facilities  specifically 
designated  as  intermediate  or  custodial.  The  answer  may 
be  found  in  United  Equitable 's  definition  of  skilled 
nursing  care.  It  would  appear  that  as  long  as  the  bene- 
ficiary receives  at  least  one  professional  nursing  ser- 
vice per  day,  the  skilled  nursing  benefit  will  be  paid. 
It  is  conceivable,  then,  that  confinement  in  an  inter- 
mediate or  custodial  care  facility  would  be  covered  for 
the  full  four  years  of  such  care  as  long  as  this  stipu- 
lation is  met.  Unfortunately,  the  "professional  nursing 
methods  or  procedures"  covered  by  the  policy  are  not 
defined,  and  whether  they  are  being  followed  must  be 


Table  6.     Annual  Premium  Rates  for  United  Equitable  Policies 


Intermediate  and  Custodial  Benefit 


6-month 
Benefit  Period 


12-month 
Benefit  Period 


Age 


Benefits  begin 
1st  day  21st  day 


101st  day 


Benefits  begin 
1st  day  21st  day 


101st  day 


62-69 

$260 

$212 

$100 

70-7«t 

'»20 

3^*0 

156 

75-79 

602 

if92 

238 

80-8^^ 

77H 

6'fO 

336 

;3'to 

$292 

$180 

5'f8 

f68 

2U 

782 

672 

tl8 

998 

86^* 

560 

Annual  Premium 


Age 

65-69 
70-7't 
75-79 
ZQ-2>ti 


Wisconsin  Policy 

$860 
$1,070 
$1,300 
$1,500 
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ascertained  on  an  individual  basis.  Nevertheless,  the 
policy  reflects  another  attempt  to  clarify  the  cir- 
cumstances under  which  coverage  for  unskilled  care  may 
be  necessary. 

In  response  to  a  set  of  restrictive  regulations 
imposed  on  nursing  home  insurance  policies  in  Wisconsin, 
United  Equitable  revised  their  nursing  home  policy 
(Reinke  and  Michol,  1982;  Meiners,  1983).  All  provi- 
sions requiring  a  hospital  stay,  limiting  coverage  for 
preexisting  conditions,  and  requiring  care  in  specifi- 
cally defined  nursing  care  facilities  have  been  elimi- 
nated. The  effect  of  these  changes  has  been  to  increase 
the  premium  rates  for  all  age  groups  dramatically.  The 
company  is  uncertain  of  the  liability  involved  in  the 
changes  and  views  the  revised  policy  as  experimental  and 
subject  to  revision  as  more  experience  is  gained. 


groups  when  the  intermediate  and  custodial  rider  was 
chosen   (Table  7) . 


Table  7.      Annual  Premium  Rates  per  $5  Daily 
Benefits  for  Health  Insurance 
Corporation  Policy 


Skilled  Skilled,   Intermediate 

Age  Benefit  Only        and  Custodial  Benefit 


Through  80         $38.00 
81   and  over  ^^7.50 


$66.50 
83.00 


Health  Insurance  Corporation   (HIC) 

Until  the  regulatory  changes  affecting  nursing  home 
insurance  in  Wisconsin  were  made ,  the  Health  Insurance 
Corporation,  of  Milwaukee,  Wisconsin,  offered  a 
nursing  home  policy  that  covered  care  below  the  skilled 
level  for  an  extended  period.  As  a  rider  to  a  skilled 
nursing  benefit  of  365  days,  2  days  of  intermediate  or 
custodial  care  are  covered  for  each  day  of  skilled  care 
used  at  one-half  the  daily  indemnity.  Although  this 
benefit  structure  seems  to  recognize  the  likelihood 
that  a  beneficiary  would  need  extended  intermediate  or 
custodial  rather  than  skilled  care,  tying  the  bene- 
fits so  directly  to  skilled  care  would  actually  limit 
the  amount  of  unskilled  care  covered.  For  example, 
beneficiaries  qualifying  only  for  27  days  of  skilled 
care  (the  average  number  of  days  of  skilled  care  Medi- 
care coverage),  would  only  be  eligible  for  5^  days  of 
intermediate  or  custodial  care.  The  limitations  of  this 
policy  are  not  as  great  as  they  appear,  however,  since 
the  definition  of  skilled  care  is  not  as  restrictive  as 
that  used  by  Medicare. 

The  definitions  of  the  levels  of  care  covered  in 
the  policy  are  worth  examining,  because  they  provide  a 
good  example  of  distinctions  between  skilled,  inter- 
mediate, and  custodial  care  that  are  detailed,  yet  pro- 
bably difficult  to  administer.  They  include  clauses 
such  as  that  care  requires  "substantial  knowledge  and 
skill"  versus  "skill  and  practical  training"  versus 
"practical  training"  and  "is  provided  by  nurses"  versus 
"is  supervised  by  nurses"  versus  "is  under  the  direction 
of  nurses."  Thus,  they  fall  short  of  providing  clear 
distinctions,  and  inconsistencies  in  interpretation  are 
likely. 

Further  definitional  problems  concern  facility 
types.  The  rider  policy  defines  an  unskilled  facility 
as  either  a  separate  area  within  a  skilled  or  custodial 
nursing  home,  or  a  separate  facility  which  is  staffed, 
maintained,  and  equipped  to  provide  intermediate  or 
custodial  care.  However,  a  person  needing  intermediate 
or  custodial  care  may  not  be  in  a  facility  that  has  a 
separate  area  for  such  care,  even  though  that  type  of 
care  is  provided. 

One  other  feature  of  note  in  the  HIC  policy  is  that 
premium  rates  for  those  65  and  over  were  set  only  by  two 
age  groups,  those  up  through  age  80  ($38  per  $5  of  daily 
benefits)  and  those  81  and  older  ($4^* .50  per  $5  of  daily 
benefits) .  The  policy  premium  increased  to  $66.50  and 
$83   per   $5   of   daily   benefits   for   the   respective   age 


Equitable  Life  and  Casualty  Insurance  Company 

The  policy  sold  by  Equitable  Life  and  Casualty 
Insurance  Company,  of  Salt  Lake  City,  Utah,  defines 
levels  of  nursing  home  care  in  great  detail.  The  need 
for  such  detail  is  due  to  the  structure  of  benefits. 
The  plan  uses  a  hierarchical  framework  to  cover  all 
three  levels  of  nursing  home  care,  with  each  successive 
lower  level  of  care  paid  at  half  the  daily  rate  and  for 
half  the  time  covered  for  the  next  higher  level.  For 
example,  the  policy  provides  a  choice  of  coverage  up  to 
$60  per  day  for  skilled  care  for  twenty-four  months.  If 
the  maximum  coverage  is  chosen,  then  intermediate 
nursing  care  is  covered  for  twelve  months  at  $30  per 
day,  and  custodial  nursing  care  is  covered  for  six 
months  at  $15  per  day.  In  addition,  a  home  health  bene- 
fit of  $7.50  per  day  will  be  paid.  For  this  package 
there  is  a  maximum  lifetime  total  benefit  of  $90,000. 
Both  skilled  and  intermediate  care  can,  but  need  not, 
directly  follow  a  3-day  hospitalization,  while  the 
custodial  and  home  benefits  must  be  preceded  by  a 
covered  confinement  for  skilled  or  intermediate  care  of 
at  least  30  consecutive  days.  First-day  coverage  of 
skilled  and  intermediate  care  is  offered,  with  options 
to  have  benefits  begin  on  the  21st  day  or  the  101st  day. 
Premium  charges  are  set  at  the  time  of  purchase  by  age 
group  for  issue  ages  50  through  85   (Table  8). 


The  policy  has  been  approved  for  sale  in  Colorado, 
Arizona,  Montana,  Oklahoma,  Maryland,  Nebraska, 
Oregon,  Louisiana,  Nevada,  Utah,  Washington,  Missis- 
sippi, and  North  Dakota.  In  several  states  the  company 
has  made  some  interesting  adjustments  to  the  language 
of  the  policy,  presumably  in  response  to  regulatory 
requirements.  For  example,  in  Nebraska  a  SNF  is 
defined  as  including  an  ICF  if  the  closest  SNF  is 
more  than  twenty-five  miles  from  the  beneficiary's 
residence.  Also,  a  preexisting  condition  is  redefined 
to  be  one  that  was  diagnosed  or  treated  by  a  physician 
within  six  months  of  the  effective  date  of  the  policy  ' 
rather  than  five  years.  In  Oregon  the  five-year  part 
of  the  preexisting  clause  was  replaced  by  a  specific  ' 
list  of  illnesses. 

Transport  Life  Insurance  Company 

( 

Transport  Life  Insurance  Company,  of  Fort  Worth, 
Texas,  sells  extended  nursing  home  benefits  on  an  indi- 
vidual and  group  basis.  The  policy  marketed  on  an  indi- 
vidual   basis    provides    three    years    of    coverage    for  ' 
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"convalescent  nursing  care"  benefits  beginning  on  the 
first  day  of  a  covered  confinement.  The  group  policy 
provides  two  years  of  coverage;  it  offers  a  choice  be- 
tween first-day  coverage,  full  coverage  after  100  days 
confinement  with  the  first  100  days  paid  at  one-half  the 
daily  rate,  or  full  coverage  after  100  days  confinement 
with  no  benefits  for  the  first  100  days.  Daily  benefit 
options  up  to  $60  are  offered  for  both  policies.  Each 
policy  also  offers  coverage  for  up  to  120  days  of  custo- 
dial care  at  a  daily  benefit  up  to  $15. 

The  definition  of  "convalescent  nursing  care"  does 
not  appear  to  include  anything  but  skilled  care  performed 
on  a  daily  basis.  Custodial  care,  defined  to  mean  ser- 
vices performed  by  persons  without  professional  medical 
training  and  primarily  for  the  purpose  of  meeting  the 
personal  needs  of  the  patient,  including  feeding  and 
personal  hygiene,  are  specifically  not  covered  under  the 
extended  convalescent  nursing  care  benefit.  It  appears 
that  the  definition  of  skilled  nursing  care  is  not  as 
limited  as  the  Medicare  definition  (for  example,  con- 
valescent nursing  care  provided  in  an  intermediate  care 
facility  qualifies  for  benefits).  However,  it  is  not 
clear  that  intermediate  care,  such  as  personal  care 
along  with  intermittent  skilled  care,  would  be  covered 
for  more  than   120  days. 


Premium  rates  for  both  the  individual  and  group 
policies  are  set  by  age  groups,  beginning  with  age  60 
and  ending  at  age  S'f.  The  rates  are  fixed  at  time  of 
purchase  (Table  9).  The  rates  for  the  individual  policy 
and  the  group  policies  are  not  directly  comparable 
because  the  length  of  coverage  is  different. 


Kemper  Group 

Long-term  care  insurance  has  also  been  offered  as 
an  optional  rider  to  a  Medicare  supplemental  policy  or 
hospital  indemnity  policy.  Policies  of  this  type  have 
been  underwritten  by  the  Kemper  Group,  of  Long  Grove  , 
Illinois.  Perhaps  because  the  policies  are  offered  as 
direct  add-ons,  the  benefit  for  unskilled  care  is  very 
limited.  The  skilled  nursing  home  benefit  will  pay  $25 
per  day  for  days  21  to  100  and  $50  for  days  101  to 
1,095.  After  the  policy  pays  at  least  20  days  of 
"skilled  and  continuous  care"  in  a  SNF,  the  beneficiary 
can  receive  up  to  60  days  of  unskilled  care  at  $10  per 
day,  as  long  as  a  physician  certifies  that  such  a  con- 
tinued confinement  is  essential  to  the  patient's  health 
and  well-being. 


Table  8.      Annual  Premium   Rates  for   Equitable  Life  Policies 


$'f5,000  maximum 
$30  per  day  skilled  benefit 


$90,000  maximum 
$60  per  day  skilled  benefit 


Age 


1st  Day 


Benefits  begin 

21st  Day  101st  Day 


Benefits  begin 
1st   Day  21st  Day  101st  Day 


50-70 

$216.65 

$186.65 

$138.32 

71-75 

3^*1.63 

293.30 

216.65 

76-80 

'^99.95 

433.29 

31^^.97 

81-85 

656.60 

576.61 

419.96 

$433.29 

$373.31 

$276.64 

683.27 

586.61 

433.29 

999.90 

866.58 

629.94 

1313.20 

1153.22 

839.92 

Table  9.      Annual  Premium  Rates  for  Transport  Life  Insurance  Company 


Age 

Individual 

Plan  -  $60 

daily  benefit 

SO-64 

$405.00 

S5-69 

450.00 

70-74 

705.00 

75-79 

930.00 

80-84 

1,170.00 

Group  Plans   -  $60  daily  benefit 


1st  -  730th  day 


1st   -  730th  day^ 


101st   -  730th  day 


$329.00 
365.40 
572.40 
756.00 
950.40 


$270.00 
292.00 
468.00 
617.40 
774.00 


$207.00 
230.40 
361.80 
477.00 
599.40 


*  One  half  daily  benefit  paid   ($30.00)    for  each  of  the  first  one  hundred  days. 
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An  interesting  aspect  of  the  Kemper  approach  is 
that  for  identical  nursing  home  benefits,  the  premiums 
are  about  18  percent  higher  when  combined  with  the 
hospital  indemnity  policy  than  when  combined  with  the 
policy  structured  as  a  Medicare  supplement  (Table  10) . 
One  possible  explanation  for  this  is  that  there  is  a 
greater  cost  savings  potential  from  trade-offs  between 
the    nursing    home    and    hospital    benefits    under    the 


Table   10.      Annual  Premium  Rates  for 
Kemper  Group  Policies 


Age 

Hospital 
Indemnity 
add-on 

Medicare 

Supplement 

add-on 

Skilled 

Nursing 

Home 

50-59 

— 

— 

$219 

60 -6^* 

— 

— 

263 

65-69 

$200 

$186.25 

305 

1^-lk 

270 

228.75 

370 

75-79 

330 

278.75 

't61 

80-8't 

380 

321.25 

552 

Medicare  supplemental  policy.  Since  hospital  liability 
under  the  Medicare  supplemental  policy  appears  to  be 
potentially  greater  than  under  the  hospital  indemnity 
policy,  the  nursing  home  benefits  may  result  in  a 
greater  potential  reduction  in  hospital  liability, 
because  the  policy  encourages  direct  trade-offs  between 
nursing  home  utilization  and  the  more  expensive  hospital 
utilization.  Thus,  a  lower  premium  rate  could  be 
offered. 

Kemper  has  recently  issued  a  new  policy  that 
emphasizes  nursing  home  coverage.  Benefits  are  struc- 
tured as  in  the  other  policies  but  are  offered  for  days 
1  to  100  at  $20  per  day  and  days  101  to  1,095  at  $W 
per  day.  A  benefit  for  private-duty  nurse  services 
at  home  up  to  $25  per  day  for  a  maximum  1 ,095  days  is 
also  provided  after  a  three-day  hospital  stay,  if 
recommended  and  approved  by  a  physician.  In  addition, 
a  very  limited  hospital  indemnity  benefit  ($5  per  day 
up  to  365  days)  and  emergency  accident  benefit  ($50) 
is  part  of  the  benefit  package  offered.  The  reason  for 
these  additions  is  unclear;  possibly  they  are  meant  to 
encourage  greater  interest  among  potential  purchasers 
who  are  skeptical  of  a  policy  that  emphasizes  long-term 
care. 


Merchants  and   Manufacturers  Insurance  Company 

Another  long-term  care  policy  that  is  linked  to  a 
small  amount  of  hospital  indemnity  coverage  is 
underwritten  by  Merchants  and  Manufacturers  Insurance 
Company,  of  Cleveland,  Ohio.  The  policy  covers  up  to 
four  years  of  skilled  care  and  up  to  two  years  of  inter- 
mediate or  custodial  care.  The  policy  was  recently 
switched  to  a  new  underwriter,  Interstate  Service 
Insurance  Company,   of  Wilmington,   Delaware. 


The  definitions  of  intermediate  and  custodial  care 
are  set  by  the  facility  definitions.  An  intermediate 
care  facility  is  defined  as  a  facility  which  holds  a 
license  for  the  second  highest  level  of  inpatient 
nursing  care  in  its  state  and  provides  intermediate 
nursing  care  by  licensed  or  certified  nursing  personnel. 
A  Registered  Nurse  must  be  on  duty  at  least  eight  hours 
each  day,  five  days  a  week.  A  custodial  care  facility 
is  defined  as  a  facility  that:  is  licensed  by  the  state 
to  provide  custodial  care;  is  regularly  engaged  in  pro- 
viding continuous  accommodation  and  board ;  and  provides 
personal  assistance  in  eating,  dressing,  and  other 
essential  daily  living  activities  to  ten  or  more  indivi- 
duals who,  by  reason  of  age,  sickness,  disease,  or  phy- 
sical or  mental  infirmity,  are  unable  to  sufficiently  or 
properly  care  for  themselves  or  manage  their  own 
affairs,  but  who  do  not  require  daily  nursing  care.  A 
Custodial  Care  Facility  may  be  a  distinct  portion  of 
another  health  care  institution. 

Since  there  is  no  difference  in  benefits  for  these 
two  levels  of  care,  the  reason  for  including  such 
detailed  definitions  appears  to  be  to  distinguish 
skilled  care  from  unskilled  care.  Since  the  definition 
clearly  identifies  skilled  facilities  and  care  as  dif- 
ferent from  intermediate  and  custodial  care  and  allows 
that  each  level  can  only  be  covered  in  the  appropriate 
facility,  the  policy  has  a  potentially  major  limitation. 
The  implication  is  that  a  person  whose  nursing  care 
needs  have  gone  from  skilled  to  intermediate  would  have 
to  change  facilities  in  order  to  continue  to  qualify  for 
coverage.  Long-term  patients  typically  face  barriers  in 
this  respect,  such  as  the  lack  of  an  appropriate  faci- 
lity or  of  an  available  bed,  and  the  risks  of  "transfer 
trauma."  The  selling  agent  reports  that  claims  have  not 
been  administered  in  this  way  and  that  policy  language 
is  currently  being  revised  to  clarify  that  benefits  are 
covered  in  facilities  at  any  level. 

The  policy  also  offers  a  rider  covering  home 
private -duty  nursing  for  up  to  four  years  at  up  to  $50 
per  day.  The  care  must  be  medically  necessary  and  must 
be  provided  by  a  Registered  Nurse  or  a  Licensed  Practical 
Nurse.  Since  no  other  definitions  or  clarifications  are 
given  as  to  the  type  of  care  to  be  covered,  the  rider 
appears  open  to  a  liberal  interpretation.  The  premiums 
are  shown  in  Table  11. 


Table   11. 


Age 


Annual  Premium  Rates  for  Merchants 
and   Manufacturers  Policy 

Daily  Benefit 


$20 


$30 


$^0 


65-69 
70-79 
80-85 


$4^2.11  $687.67  $937.23 

k(^kJH  73^^.9^  1,005.1^* 

680.88         1,005.50 


National  Foundation  Life  Insurance  Company 

A  long-term  nursing  home  benefit  is  included  with, 
other  health  care  benefits  sold  individually  or  in  com- 
bination   by    the    National    Foundation    Life    Insurance,] 
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Company,  of  Oklahoma  City,  Oklahoma.  The  usual  and 
customary  charges  for  daily  room,  board,  and  general 
nursing  home  services,  not  to  exceed  the  daily  benefit 
set  in  the  policy  (options  are  $20  to  $50),  are  paid  for 
up  to  three  years,  with  no  waiting  period  for  skilled 
or  intermediate  care.  A  custodial  care  benefit  of  $10 
per  day  for  days  31  to  120  is  also  included.  In  addi- 
tion, the  policy  will  pay  up  to  $20  per  month  for  a  phy- 
sical exam  when  the  beneficiary  is  in  a  skilled  or 
intermediate  nursing  home ,  and  $50  for  emergency  care  of 
an  injury. 

One  problem  with  the  policy  is  that  there  are  no 
definitions  of  skilled  and  intermediate  care.  Custodial 
care  is  defined  as  room ,  board ,  and  personal  assistance 
for  persons  who  are  unable  to  care  for  themselves  but 
who  do  not  need  daily  nursing  care.  It  is  unclear  where 
the  intermediate  care  benefit  stops  and  the  more  limited 
custodial  benefit  begins. 

An  interesting  feature  is  that  the  nursing  home 
benefit  is  offered  along  with  a  wide  array  of  other 
benefits  so  that  a  package  of  benefits  can  be  selected. 
No  special  discounts  are  offered  for  purchasing  an 
array  of  potentially  substitutable  benefits,   however. 

The  premiums  are  age-rated  by  broad  age  groups 
beginning  at  age  18  and  ending  at  age  84  (Table  12). 
At  present  the  company  is  operating  in  19  states — 
Alabama,  Kentucky,  Florida,  Georgia,  Oregon,  Idaho, 
Nebraska,  New  Mexico,  Missouri,  Texas,  Colorado, 
Mississippi,  Oklahoma,  South  Carolina,  Alaska, 
Louisiana,   North  Carolina,   Washington,   and  Iowa. 


The  skilled  nursing  care  benefit  is  defined  along 
the  lines  of  Medicare's  nursing  home  benefit,  requiring 
that  the  care  be  for  an  unstable  condition  and  only  to 
accomplish  a  care  plan  for  recovery.  It  is  specifically 
not: 

•  Supportive  services  for  a  stabilized  condition. 

•  Care  which  can  be  learned  and  given  by  unlicensed 
or  uncertified  medical  staff. 

•  Routine  health  care  services. 

•  General  maintenance. 

•  Routine  administration  of  oral  or  nonprescription 
drugs. 

•  General  supervision  of  routine  daily  activities. 

As  such  the  benefit  is  quite  limited,  because  few  people 
are  likely  to  qualify  for  anywhere  near  the  four  years 
covered  by  the  policy. 

Taken  together  the  intermediate  and  custodial  care 
benefits  could  result  in  up  to  360  days  of  care  below 
the  skilled  nursing  care  level.  To  qualify  for  the 
custodial  care  benefit,  a  person  must  have  20  days  of 
paid  skilled  or  intermediate  care.  The  home  care  bene- 
fits are  reduced  on  a  one-for-one  basis  for  each  day  of 
custodial  care. 

Renewal  premium  rates  change  by  attained  age 
across  broad  age  groups  (18  to  69,  70  to  79,  80  to  8^^) . 
They  also  vary  by  the  number  of  health  conditions  the 
applicant  has  (Table  13).  The  policy  is  reported  to 
be  available  in  forty-four  states. 


Table  12.     Annual  Premium  Rates  for  National 
Foundation  Life  Insurance  Policy 

Daily  Benefit 


Age 

$20 

$30 

$^^0 

%50 

18-3^* 

$20 

$35 

%5Q 

$65 

35-i^ii- 

l^Z 

68 

88 

108 

k5-5k 

97 

127 

157 

187 

55-Gk 

168 

208 

2^*8 

288 

65-8'f 

289 

339 

389 

439 

Table  13. 


Annual  Renewal  Premium  Rates  for 
Mutual  Protective /Medico  Life 
Insurance  Company  Policies 


At  Attained  Ages       Plan   1 


Plan  2 


Basic  Rate 

18-69 

$164.00 

$268.00 

70-79 

202.00 

334.00 

80-84 

219.00 

362.00 

With  one 

18-69 

$244.00 

$398.00 

condition 

70-79 

300.00 

496.00 

80-84 

324.00 

536.00 

With  two 

18-69 

$324.00 

$528.00 

conditions 

70-79 

398.00 

658.00 

80-84 

429.00 

710.00 

Mutual  Protective/Medico  Life  Insurance  Companies 

The  Mutual  Protective  Insurance  Company,  of 
Omaha,  Nebraska,  markets  a  policy  that  covers  skilled 
care  for  up  to  four  years,  intermediate  care  for  180 
days,  custodial  care  for  180  days,  and  home  care  for 
30  days,  and  it  provides  an  ambulance-service  benefit. 
Two  plans  are  offered,  with  different  levels  of 
benefits.  The  high  (low)  option  pays  $12  ($6)  for 
the  first  20  days  of  skilled  care,  $30  ($20)  for  days 
21  through  100,  and  $60  ($40)  for  the  101st  day  up 
to  four  years;  $20  ($10)  for  the  intermediate  care 
benefit;  $10  ($5)  for  the  custodial  care  and  home 
care  benefit.  The  ambulance  benefit  is  $25  in  both 
plans. 


Columbia  Life  Insurance  Company 

A  recent  addition  to  the  long-term  care  insurance 
market  is  now  sold  by  Columbia  Life  Insurance  Company, 
of  Bloomsburg,  Pennsylvania.  The  policy  covers  skilled 
nursing  care  for  up  to  five  years  and  provides  a  choice 
of  six  or  twelve  months  of  lower  level  care.  It  is  an 
indemnity  policy  paying  up  to  %50  per  day  for  all  levels 
of  care.  An  earlier  version  of  the  policy  limited 
skilled  care  to  four  years  but  allowed  up  to  two  years 
for  intermediate  or  custodial  level  care. 

A  choice  of  elimination  periods  of  0,  20,  60,  or 
100    days    is    offered,    and    the    policy    is    marketed 
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beginning  at  age  60  but  limited  to  people  under  age  75, 
with  annual  premium  rates  set  by  $10  daily  benefit 
increments  (Table  14).  The  premium  is  waived  when 
benefits  have  been  payable  for  90  days  or  more.  The 
policy  is  currently  marketed  in  Pennsylvania,  Maryland, 
Virginia,   Kentucky,   Indiana,   Alabama,   and  Delaware. 


Table   I'f.      Annual  Premium  Rates  per  $10  a  Day  for 
Columbia  Life  Insurance  Company 

All  rates  include  60  months  benefit  period  for 


skilled 

nursing  care 

Intermediate  &  custodial 

care  optional 

benefit 

Elimination 

period  of: 

Period 

Issue  Age 

No.   of  days 

6  months 

12  months 

60-6«t 

0 

44.00 

63.00 

20 

38.00 

58.00 

60 

31.00 

50.00 

100 

25.00 

43.00 

65-69 

0 

61.00 

86.00 

20 

53.00 

78.00 

60 

43.00 

67.00 

100 

34.00 

58.00 

70-7«t 

0 

91.00 

127.00 

20 

79.00 

115.00 

60 

64.00 

99.00 

100 

50.00 

85.00 

Blue  Cross  of  North  Dakota 

Experimentation  with  long-term  care  insurance  has 
also  been  undertaken  by  Blue  Cross  of  North  Dakota  in 
cooperation  with  the  North  Dakota  Health  Care  Associa- 
tion, the  local  nursing  home  association.  In  most 
respects,  the  policy  characteristics  are  similar  to 
those  presented  for  other  long-term  care  policies. 


Skilled  and  intermediate  care  is  covered  for  the 
101st  through  the  730th  day.  An  option  is  available  to 
increase  coverage  to  the  1,000th  day.  The  number  of 
days  of  coverage  chosen  sets  the  maximum  liability  of 
the  policy.  The  indemnity  payment  is  $35  for  SNF  care 
and  $30  for  ICF  care.  An  option  is  available  to 
increase  coverage  by  $1  per  day  increments.  The  policy 
is  marketed  to  all  persons  55  or  over.  The  premiums  are 
set  by  age  groups  55  to  59,  60  to  64,  65  to  69,  70  to 
74,  75  to  79,  and  80  and  up.  Premiums  increase  as  the 
person  ages  (Table  15).  It  is  possible  to  pay  an 
increased  level  payment  set  at  the  age  of  entry  pro- 
viding for  a  paid-up  policy  at  age  80. 

Custodial  care,  defined  as  room,  board,  and  other 
personal  services  which  contain  no  medical  component ,  is 
specifically  excluded  from  coverage.  However, 
assistance  and  training  in  eating,  ambulation,  and 
toileting  are  defined  as  more  than  custodial  care  and 
are  covered.  Also,  as  long  as  it  is  provided  under  the 
direction  of  a  licensed  nurse,  supervision  of  personal 
care  (bathing,  dressing,  and  personal  hygiene ,  including 
bed  baths)  is  defined  as  intermediate  care.  Blue  Cross 
requires  an  assessment  of  the  patient  by  the  attending 
physician,  including  both  a  diagnosis  of  the  patient's 
condition  and  a  detailed  description  of  the  specific 
skilled  or  intermediate  nursing  services  required  to 
treat  the  condition .  The  assessment  must  be  submitted  to 
Blue  Cross  two  days  before  the  patient  is  admitted  to  a 
SNF  or  ICF  and  every  90  days  during  a  confinement. 

The  Blue  Cross  of  North  Dakota  nursing  home  plan  is 
unique  in  that  it  involves  a  formal  agreement  between 
care  providers  and  insurers.  Participating  nursing 
homes  are  required  to  make  a  one-time  payment  of  $20 
into  a  reserve  fund  for  each  state-licensed  skilled  or 
intermediate  bed.  The  benefits  of  this  arrangement  to 
participating  nursing  homes  are  several.  Such  facili- 
ties are  likely  to  be  preferred  by  beneficiaries,  who, 
if  they  select  a  nonparticipating  nursing  home,  will 
receive  only  80  percent  of  the  benefits  covered  by  the 
policy.  Blue  Cross  also  agrees  to  provide  prompt 
payment  (at  least  monthly)  for  services  rendered.  As 
part  of  the  agreement,  however,  providers  share  the 
risk.  If  premiums  and  the  reserve  fund  are  insufficient 
to  cover  expenses,   only  the  amount  available  will  be 


Table   15.      Annual  Premium   Rates  for  Blue  Cross  of  North  Dakota  Policies 


Attained 

Base 
Policy 

Increase 
days  to  1,000 

Paid 

up 

at  80 

$1 

Adc 
.00 

itional 

Age 

Male 

Female 

per  day 

55-59 

$298 

$90 

$25.86 

$42.83 

$8.50 

60-64 

347 

105 

45.64 

72.95 

10.00 

65-69 

404 

122 

88.64 

134.85 

1 
11.50           f 

70-74 

437 

132 

206.33 

294.08 

12.50 

75-79 

505 

153 

___ 

— 

14.50           1 

80+ 

600 

181 

—  - 

—  - 

17.00                 ,: 

Original  Policy  ($35.00  SNF/$30  ICF  daily  benefit  for  days  101-730) 
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paid,  on  a  proportional  basis  to  the  participating  provi- 
ders. 

The  original  pilot  policy  was  marketed  with 
limited  success  in  two  rural  counties.  Problems  noted 
included: 

•  The  perception  that  the  premiums  were  too  high. 

•  Consumer  wariness  of  sales  agents,  based  on  past 
experience  with  other  companies. 

•  Aversion  to  buying  coverage  for  nursing  home 
care,  for  fear  of  increasing  the  likelihood  of 
being  placed  there  by  children. 

Participating  nursing  homes  did  not  like  receiving 
different  payments  on  the  basis  of  skilled  versus  inter- 
mediate care.  Plans  are  being  made  to  continue  to  test 
the  policy  in  several  urban  counties,  offering  options 
of,  two  to  five  years  of  coverage  and  daily  benefits  of 
$20  to  $50,  with  no  distinction  in  payment  between 
skilled  and  intermediate  care. 


United  Auto  Workers 

A  different  approach  to  insuring  long-term  care  is 
included  in  the  health  insurance  program  for  United  Auto 
Workers  (UAW)  employees  and  retirees.  As  part  of  a 
comprehensive  service  benefit  package,  home  care  and 
care  in  convalescent  and  long-term  care  facilities  are 
covered.  The  policy  is  structured  to  trade  off  benefits 
along  the  continuum  of  care.  Two  days  of  care  in  a 
long-term  care  facility  are  available  for  each  unused 
day  in  a  hospital,  with  a  maximum  of  730  days  in  the 
long-term  care  facility.  Three  home  care  visits  are 
available  for  each  remaining  hospital  or  long-term  care 
facility  day.  The  intent  is  clearly  to  encourage  eco- 
nomy by  avoiding  bias  in  placement  decisions  because 
insurance  is  available  for  one  service  but  not  another. 
The  policy  specifically  states  that  the  home  care  bene- 
fit should  "result  in  the  patient's  release  from  the 
hospital  or  convalescent  care  facility  earlier  than 
would  otherwise  be  possible." 

A  unique  aspect  of  long-term  care  coverage  in  the 
UAW  plan  is  a  service  benefit  rather  than  the  indemnity 
benefit  offered  by  all  policies  discussed  thus  far.  The 
plan  will  pay  the  lesser  of  cost  or  charges  for  a  broad 
array  of  home  benefits,  including  physician-directed 
nursing  and  therapy  services,  prescription  drugs  and 
medication,  laboratory  tests,  supplies,  and  oxygen. 
Payments  are  limited  only  in  the  case  of  home  health 
aide  visits,  where  the  plan  pays  half  of  the  cost.  Even 
here,  however,  the  policy  extends  the  amount  of  care 
available  by  defining  a  home  health  aide  visit  as  the 
performance  of  eight  not  necessarily  consecutive  hours 
of  covered  service.  This  effectively  increases  the 
number  of  home  health  aide  visits  available,  since  a 
typical  visit  is  likely  to  be  two  to  three  hours  long. 

Though  the  home  care  benefit  is  intended  for  home- 
bound  individuals,  the  plan  is  more  liberal  than 
Medicare  in  this  respect,  because  individual  con- 
sideration may  be  given  to  patients  who  are  not  so  con- 
fined. Also  the  plan  originally  required  a  hospitaliza- 
tion or  an  admission  to  an  extended  care  facility  prior 
to  the  patient's  entering  the  home  health  program,  but 
this  requirement  has  been  dropped. 


While  the  home  health  benefit  appears  to  be  quite 
liberal,  nursing  home  coverage  is  less  clearly  defined. 
Custodial  or  domiciliary  care,  defined  as  care  not 
requiring  continuous  medical  and  nursing  services,  is 
specifically  excluded  from  coverage.  The  policy  gives 
details  as  to  how  such  terms  as  "continuous"  or  "nursing 
services"  are  interpreted  for  the  purpose  of  admin- 
istrating claims. 


Blue  Cross  of  Southern  California 

A  comprehensive  Medicare  supplementary  policy 
developed  by  Blue  Cross  of  Southern  California 
(Ultracare)  includes  several  home  health  services  that 
are  designed  to  cover  long-term  personal  care  needs 
beyond  what  Medicare  allows.  The  policy  covers  a 
maximum  of  two  visits  per  week  by  geriatric  home  aides 
to  perform  light  housekeeping  services  (vacuuming, 
dusting,  washing  dishes,  cleaning  bathrooms,  and 
changing  bed  linens).  The  services  of  a  dietitian  and 
one  home-delivered  meal  per  day  will  be  covered  if 
medically  necessary.  Also,  transportation  for  one 
weekly  medical  and/or  dental  visit  is  part  of  the 
benefit  package.  The  coverage  of  dental  services, 
hospice  care,  eye  and  hearing  examinations,  as  well  as 
routine  physician  care  is  an  important  supplement  to 
Medicare  under  this  HMO-type  medical  group  plan. 
Nursing  home  coverage,  however,  is  limited  to  the  $38 
Medicare  copayment  for  the  21st  through  the  100th  day 
in  a  skilled  nursing  facility.  This  is  a  significant 
limitation  and  leaves  a  major  gap,  since  it  is  unlikely 
that  all  persons  needing  long-term  care  can  be  cared 
for  at  home. 

The  Ultracare  plan  with  its  enhanced  benefits  costs 
subscribers  $82. 'f^  per  month.  The  cost  is  $27.60  more 
than  an  alternative  Medicare  supplement  package  offered 
by  Blue  Cross  of  Southern  California  (Senior  Care)  that 
does  not  include  the  extra  benefits  mentioned  above. 
Both  these  plans  are  sold  to  anyone  65  years  old  or 
older,  providing  the  person  has  Medicare  Part  A  and  B 
and  lives  within  a  twenty-mile  radius  of  the  participating 
medical  group.  No  health  screens  or  preexisting  con- 
dition clauses  are  used,  and  the  premium  does  not  vary 
by  age.  All  services  must  be  authorized  by  the  physi- 
cians in  the  participating  medical  group,  thus  allowing 
for  careful  case  management. 


Social  Health  Maintenance  Organization   (S/HMO) 

The  need  of  the  elderly  for  insurance  against  the 
expense  of  long-term  care  has  prompted  the  Health  Care 
Financing  Administration  to  encourage  the  demonstration 
and  evaluation  of  the  Social  Health  Maintenance  Organi- 
zation (S/HMO).  A  prepaid  capitation  health  plan,  the 
S/HMO  covers  all  services  paid  by  Medicare  as  well  as 
other  benefits  that  may  encourage  substitution  of  ambula- 
tory and  home  health  care  for  care  in  hospitals  and 
nursing  homes.  The  S/HMO  approach  will  be  tested  at 
sites  in  New  York,  Minnesota,  Oregon,  and  California. 
Each  site  will  be  allowed  to  develop  its  own  benefits 
package  around  a  mandatory  core  set  of  services. 

For  long-term  care  the  emphasis  is  on  compre- 
hensive home  care  for  chronic  or  disabling  conditions 
which  require  rehabilitation,  support,  and  maintenance 
care  that  may  not  meet  Medicare  criteria.  This  home 
care   includes   medical   transportation,    home  delivered 
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meals,  adult  day  care,  and  homemaker  services,  as  well 
as  nurse,  therapy,  and  home  health  aide  services. 
Utilization  of  these  benefits  will  be  controlled  by 
case  management,  copayments,  and  benefit  ceilings  set 
at  the  discretion  of  each  participating  site. 

The  value  of  the  "chronic  care  benefit"  ranges  from 
$6,500  to  $12,000  per  member  per  year  and  the  copay- 
ment  rates  vary  from  10  percent  to  20  percent,  depending 
on  the  site  (Greenberg  and  Leutz,  1983).  It  is  inter- 
esting to  note  some  differences  in  philosophy  on  the 
copayments,  with  one  site  having  a  copayment  only  on 
institutional  care  (encouraging  home  care)  and  one 
having  a  copayment  only  on  home  care  (presumably  to 
guard  against  unnecessary  use  of  this  preferred 
benefit).  The  Chronic  Care  Benefits  are  renewable 
annually  at  all  sites  for  the  community  and  home-based 
benefit,  but  not  necessarily  renewable  for  institutional 
care.  The  S/HMO  benefit  package  is  likely  to  cover  only 
part  of  the  costs  for  the  most  impaired,  especially 
those  needing  nursing  home  care  (Greenberg  and  Leutz, 
1983) .  The  S/HMO  approach  is  new  and  experimental  and 
thus  apparently  requires  this  conservative  approach 
until  there  is  more  experience  on  utilization  patterns. 


that  the  beneficiary  requires  no  greater  or  lesser 
degree  of  nursing  care  than  is  provided  by  a  SNF.  The 
"once  a  month"  language  is  dropped  for  the  intermediate 
and  custodial  benefit. 

Apparently ,  the  frequent  physician  review  is  meant 
to  protect  the  insurer  against  unwarranted  use  of  the 
skilled  nursing  home  benefit,  which  is  available  for  up 
to  four  years,  in  contrast  to  only  two  years  of  coverage 
for  unskilled  care.  It  is  not  clear,  however,  who  pays 
for  the  monthly  recertification,  although  the  implica- 
tion is  that  it  is  the  beneficiary's  responsibility. 
Since  Medicare  does  not  cover  routine  physical  exams, 
this  would  significantly  increase  the  cost  of  the  bene- 
fit. The  Great  Republic  policy  suggests  an  interesting 
alternative  approach.  Though  the  language  on  physician 
review  is  not  so  specific.  Great  Republic  will  pay  the 
actual  charge ,  not  to  exceed  $50 ,  for  monthly  physician 
examinations  while  the  beneficiary  is  eligible  for  long- 
term  care  benefits.  The  monthly  physician  review  of  the 
Merchants  and  Manufacturers  policy,  in  conjunction  with 
the  monthly  physician  benefit  of  the  Great  Republic 
policy,  would  clearly  address  the  desire  for  periodic 
physician  review  in  a  more  direct  manner. 


Other  Important  Characteristics 

In  addition  to  giving  specific  policy  provisions 
that  define  the  coverage,  insurers  have  employed  a 
variety  of  risk  management  techniques  in  their  policy 
specifications .  Such  provisions  are  fairly  common  among 
policies,  and  a  general  overview  of  these  will  expedite 
this  review. 


Prior  Hospitalization 

Like  Medicare,  most  policies  require  a  3 -day  prior 
hospitalization,  and  a  nursing  home  confinement  must 
begin  within  a  certain  number  of  days  after  the  hospital 
discharge.  These  provisions,  along  with  the  requirement 
that  the  care  be  for  the  same  injury  or  illness  that 
caused  the  hospital  confinement,  are  to  assure  that 
there  is  an  underlying  medical  need  for  care.  Most  of 
the  policies  follow  either  the  old  Medicare  provision 
calling  for  transfer  to  a  SNF  in  14  days,  or  something 
on  the  order  of  the  30 -day  transfer  rule  currently  used 
by  Medicare;  only  the  Fireman's  Fund  Policy  allows  90 
days.  The  90-day  period  is  innovative  in  that  it  allows 
more  time  for  patients  and  their  families  to  test  the 
feasibility  of  staying  at  home,  possibly  relieving  the 
incentive  to  seek  nursing  home  placement  automatically 
so  that  benefits  will  not  be  lost.  Although  a  28-  to 
30 -day  period  may  also  serve  this  purpose,  90  days' 
time  is  more  reasonable  for  determining  whether  a 
discharge  back  home  or  to  the  care  of  the  family  will 
be  workable. 


Physician  Review 

Another  common  requirement  is  that  use  of  the 
benefit  be  reviewed  and  recommended  by  a  physician  who 
is  not  a  relative  and  not  affiliated  with  the  nursing 
home.  Policies  typically  state  that  the  company  re- 
serves the  right  to  require  a  physical  exam  at  its 
expense  to  determine  the  legitimacy  of  a  claim.  While 
most  of  the  policies  do  not  go  into  specifics  about  the 
physician  review,  the  Merchants  and  Manufacturers  poli- 
cy requires  a  physician  to  certify  at  least  once  a  month 


Health  Status  Screening  Questions 

Applicants  for  long-term  care  insurance  are  usually 
asked  questions  designed  to  screen  out  those  whose 
health  status  puts  them  at  too  great  a  risk  of  using 
benefits.  The  questions  vary  in  the  degree  of  detail 
required  and  the  number  of  prior  years  which  the  response 
must  cover.  For  example,  the  Massachusetts  Indemnity 
policy  limits  this  concern  to  people  who  have  been  con- 
fined to  a  hospital  or  nursing  home  in  the  previous 
twelve  months.  In  contrast,  the  Great  Republic  policy 
asks: 

•  Whether  the  applicant  has  been  treated  or  diagnosed 
within  the  last  three  years  for  alcoholism ,  mental 
disease  or  disorder,  chronic  respiratory  disease, 
cancer  (except  for  skin),  leukemia,  Hodgkin's 
disease  or  stroke. 

•  Whether  the  applicant  has  a  pacemaker ,  is  on  kidney 
dialysis,  or  is  confined  to  a  wheelchair. 

•  Whether  the  applicant  has  been  advised  to  enter  or  , 
is    currently    confined    to    a    hospital   or   nursing 
home ,  or  has  been  confined  to  a  nursing  home  four  or 
more  times  within  the  past  two  years. 

If  the  answer  to  any  of  these  questions  is  yes ,  the ; 
application  is  automatically  denied.    The  more  typical! 
example  involves   some  questions  about  prior  institu- 
tionalization    and     specific     illnesses     and     requires, 
detailed   follow-up   information  about  each  illness  or  I 
impairment,  including  the  dates,  physicians,  and  insti- 
tutions involved.     It  is  safe  to  assume  that  applicants 
with  a  recent  record  of  illness  or  institutionalization) 
will    not    be    acceptable    candidates    for    insurance,] 
although    this    is    not    usually   stated    directly    in    thei 
policies . 


Preexisting  Condition  Clause 

Restrictions    on    the    payment    of    benefits    for 
injuries   and    illnesses   that    existed   before    the   policy 
was    purchased    are    found    in    all    policies.       Insurers': 
insert  such  condition  clauses  to  avoid  paying  benefits' 
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to  people  who  purchase  the  policy  because  they  expect  to 
use  covered  services.  Though  the  basic  intent  is  the 
same  from  policy  to  policy,  specific  language  and  time 
frames  differ.  The  most  obvious  difference  is  the 
length  of  time  before  benefits  are  permitted  for  expen- 
ses that  result  from  a  preexisting  condition.  These 
range  from  thirty  days  for  the  Federated  American  policy 
to  twelve  months  for  several  of  the  policies.  The  time 
prior  to  the  effective  date  of  the  policy  during  which 
conditions  are  considered  also  varies.  Most  policies 
are  open-ended,  restricting  benefits  for  confinements 
resulting  from  injury  or  sickness  first  diagnosed, 
treated ,  or  manifest  anytime  prior  to  the  effective  date 
of  the  policy.  A  few  insurers  specifically  limit  the 
amount  of  time  involved.  For  example,  Great  Republic 
defines  the  preexisting  period  as  one  year  before  the 
effective  policy  date,  while  Equitable  Life  and  Casualty 
subjects  the  previous  five  years  to  the  preexisting  con- 
dition clause.  Ambiguities  in  language  exist  because 
conditions  that  were  not  diagnosed  or  treated  are 
usually  included  in  the  clause,  where  "manifest"  is 
defined  with  such  statements  as  health  problems  for 
which  the  applicant  "had  any  known  indication"  or  which 
"would  cause  an  ordinarily  prudent  person  to  seek 
diagnosis,  care,  or  treatment."  These  types  of  protec- 
tion are  clearly  subject  to  interpretation.  The  most 
important  consideration,  however,  is  the  length  of  time 
before  benefits  are  permitted  for  expenses  that  result 
from   preexisting  conditions. 


Exclusions 

Further  limiting  the  provisions  of  all  policies  are 
lists  of  exceptions  under  which  the  policy  will  not  pay. 
It  is  standard  practice  to  exclude  coverage  of  expenses 
outside  the  United  States,  expenses  caused  by  war,  den- 
tal treatment  (unless  due  to  accidental  injury),  expen- 
ses from  intentionally  self-inflicted  injury,  and 
expenses  caused  by  mental  disease  or  disorder.  The  spe- 
cific language  of  the  last  exclusion  is  particularly 
important  for  long-term  care  insurance  because  of  the 
high  prevalence  of  mental  disease  and  disorder.  The 
specific  language  of  the  last  exclusion  is  particularly 
important  for  long-term  care  insurance  because  of  the 
high  prevalence  of  mental  disease  and  disorder  among 
those  needing  long-term  care  (U.S.  General  Accounting 
Office,  1982;  Isaacs,  1982).  To  exclude  coverage  for 
mental  disease  and  disorders  significantly  reduces  the 
value  of  a  policy.  Some  of  the  long-term  care  policies 
have  recognized  this  problem  and  only  exclude  coverage 
for  mental  disease  and  disorder  if  the  problems  are 
without  demonstrable  organic  disease.  This  is  an 
important  concession. 


Renewal  and  Premium  Changes 

Clauses  describing  the  situations  under  which  the 
company  can  refuse  to  deny  continued  coverage  or  raise 
premiums  are  designed  to  protect  the  insurer  against 
adverse  financial  experience  with  the  policy.  It  is 
common  practice  for  long-term  care  insurers  to  retain 
the  right  to  adjust  premiums.  About  half  the  policies 
described  here  guarantee  renewal  for  life  as  long  as 
premiums  are  paid .  Another  common  approach  is  to  make 
the  policy  renewable  unless  the  company  decides  not  to 
renew  all  such  policies  in  a  particular  state. 
Similarly,  the  Massachusetts  Indemnity  policy,  which  is 
designed  to  be  sold  to  individuals  in  groups,  stipulates 
that  the  company  can  refuse  to  renew  if  it  does  so  for 


the  group.  Guaranteed  renewable  policies  offer  the 
greatest  protection,  which  is  especially  important  if 
the  premium  rates  are  fixed  at  one  level  at  the  time  of 
purchase.  Such  an  approach  implicitly  assumes  the  poli- 
cyholder is  paying  somewhat  more  in  the  early  years  of 
the  policy  to  compensate  for  the  increasing  risk  as  the 
beneficiary  ages.  If  the  policy  were  not  renewed  by  the 
company  after  several  years,  the  policyholder  would  lose 
the  benefit  of  the  accumulated  reserves. 

Summary  Discussion 

Private  insurance  that  covers  nursing  and  personal 
care  services  with  long-term  nursing  home  and  home 
health  benefits  is  available  in  some  areas  of  the 
country;  insurance  companies  are  showing  an  interest  in 
further  developing  such  cover^  ^e.  This  increased 
interest  is  prompted  by  the  realization  that  long-term 
care  is  by  far  the  largest  gap  in  Medicare,  leaving  the 
elderly  with  substantial  out-of-pocket  expenditures  that 
often  cannot  be  met  from  personal  resources .  Without 
private  insurance,  the  elderly  needing  long-term  care 
are  left  to  rely  on  Medicaid,  an  increasingly  unreli- 
able option  as  states  attempt  to  hold  down  their 
Medicaid  budgets.  States  have  done  so  either  directly, 
by  further  restricting  eligibility  criteria,  eliminating 
optional  benefits,  and  placing  limits  on  mandatory 
benefits;  or  indirectly,  by  restricting  the  growth  of 
the  bed  supply  through  certificate-of-need  requirements 
and  by  holding  down  reimbursement  levels. 

Medicare  nursing  home  and  home  health  benefits 
were  examined  to  clarify  how  insurers  have  begun  to  pro- 
vide long-term  care  insurance.  Strict  definitions  of 
skilled  nursing  and  rehabilitation  services  and  the 
limited  supply  of  Medicare-certified  nursing  home  beds 
are  the  major  factors  limiting  the  use  of  Medicare  bene- 
fits. To  increase  the  number  of  places  where  qualified 
nursing  home  care  is  provided,  insurers  have  extended 
coverage  to  care  provided  in  state-licensed  nursing 
homes . 

A  major  innovation  has  been  to  cover  intermediate 
and  custodial  nursing  home  care.  The  lack  of  distinc- 
tion between  levels  of  care  has  been  a  major  problem  in 
the  development  of  long-term  care  insurance  benefits, 
but  several  approaches  to  this  problem  have  been  deve- 
loped o 

One  approach  is  to  limit  coverage  to  skilled  and 
intermediate  nursing.  This  has  the  effect  of  assuring 
that  the  care  received  must  be  at  least  persona!  in  con- 
junction with  nursing  care  in  order  to  qualify  for 
payments.  This  type  of  limitation  is  essentially  the 
same  as  covering  custodial  care  only  when  the  individual 
is  confined  to  a  state-licensed  SNF  or  ICF. 

Another  approach  is  to  make  the  availability  of 
intermediate  or  custodial  level  care  contingent  upon  a 
prior  hospitalization  or  SNF  stay.  Only  under  a  few 
policies  is  intermediate  or  custodial  care  available 
without  concomitant  skilled  care.  Others  require 
unskilled  care  to  be  preceded  by  skilled  care.  In  some 
cases  the  SNF  stay  need  only  be  one  day.  For  one 
policy,  a  SNF  stay  of  twenty  days  is  required,  after 
which  up  to  sixty  days  of  custodial  care  are  available, 
but  at  a  much  lower  indemnity  rate.  Still  another  policy 
directly  tied  the  coverage  of  ICF  care  to  the  use  of  SNF 
care.  It  provided  two  days  of  ICF  coverage  at  50  per- 
cent of  the  SNF  rate  for  every  one  day  of  SNF  care  used. 
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The  problem  with  these  approaches  is  that  they  effec- 
tively limit  the  availability  of  coverage  below  the 
skilled  level,  although  it  is  most  likely  that  people 
will  need  more  intermediate  and  custodial  care  than 
skilled  care  during  a  long  stay. 

Definitions  of  the  different  types  of  facilities 
and  levels  of  care  are  frequently  used  to  clarify  the 
intended  coverage .  In  many  cases  the  definitions  do  not 
appear  to  accomplish  the  intended  clarification  and 
sometimes  seem  to  introduce  confusion .  This  can  be  par- 
ticularly troublesome  when  the  length  of  coverage  or  the 
daily  benefits  paid  depend  upon  the  level-of-care  defi- 
nition. Companies  still  need  to  establish  definitions 
that  clearly  distinguish  between  levels  of  care  and  that 
can  be  understood  by  consumers,  that  physicians  can  use 
in  prescribing  and  reviewing  care,  and  that  the  com- 
panies themselves  can  rely  on  to  administer  claims 
without  controversy. 

Home  health  insurance  remains  relatively  un- 
developed. Most  of  the  policies  that  offer  it  cover 
home  care  by  a  private-duty  nurse.  Again,  the  defini- 
tions are  not  precise,  so  it  is  difficult  to  determine 
whether  benefits  for  services  that  are  not  covered  by 
Medicare  would  be  paid.  The  Ultracare  policy  and  the 
S/HMO  program  both  emphasize  home  health  benefits 
over  nursing  home  benefits  and  do  a  much  better  job  of 
clarifying  intent,  which  is  to  cover  personal  care  ser- 
vices if  they  will  help  keep  the  beneficiary  from  being 
institutionalized.  In  the  absence  of  the  strong  case- 
management  provisions  of  these  two  approaches,  insurers 
hesitate  to  liberalize  coverage  for  long-term  home 
health  benefits  that  supplement  Medicare. 

A  step  in  the  right  direction,  albeit  a  very 
limited  one ,  is  the  Fireman '  s  Fund  approach  of  providing 
a  fixed  payment  for  180  days  of  home  care  at  one  half 
the  nursing  home  rate,  after  the  180  days  of  covered 
nursing  home  care.  Few  people  institutionalized  for  200 
to  280  days  (depending  on  the  waiting  period)  are  able 
to  return  home .  However ,  the  principal  embodied  in  this 
approach  is  important. 

There  is  an  unfortunate  incentive  to  remain  insti- 
tutionalized when  benefits  are  paid  for  nursing  home 
care  but  not  for  home  care,  so  the  availability  of  home 
care  is  desirable.  It  would  be  preferable  to  determine 
eligibility  for  home  health  care  prior  to  institution- 
alization .  However ,  there  is  no  reliable  and  systematic 
approach  (short  of  individual  case  management)  for 
targeting  home  care  only  for  those  who  without  it  would 
be  institutionalized.  Allowing  home  health  benefits 
after  a  nursing  home  stay  begins  provides  some  assurance 
that  the  beneficiary  is  in  need  of  nursing  home  care. 

One  approach  to  insuring  home  health  care  that 
could  limit  the  insurers'  liability  would  be  to  offer  a 
direct  trade-off  of,  for  example,  three  home  visits  for 
every  week  of  covered  nursing  home  care  (Meiners, 
1983).  A  recent  simulation  of  the  cost  of  alternative 
prototype  policy  specifications  suggests  that  thus 
including  home  health  benefits  would  not  have  a  major 
effect  on  premium  rates  (Meiners  and  Trapnell, 
forthcoming) .  It  is  clear  from  the  Blue  Cross  pilot 
program  in  North  Dakota  that  home  health  benefits  may  be 
needed  to  successfully  market  long-term  care  insurance 
and  that   further  development  is  needed  in  this  area. 


Other  Key  Features 

Except  for  a  few  noted  exceptions,  the  policies  are 
marketed  on  an  individual  basis ,  much  like  most  Medicare 
supplemental  insurance.  While  group  sales  are  included 
in  the  marketing  strategy,  only  the  Massachusetts 
Indemnity  policy  and  the  Transport  Life  policy  are  spe- 
cifically designed  to  be  sold  as  group  policies. 

Most  are  indemnity  policies  designed  to  pay  a  fixed 
amount  for  each  day  of  covered  service.  Policies  paying 
charges  for  specific  services  tend  to  be  more  open- 
ended.  The  indemnity  approach  is  a  relatively  easy  way 
to  limit  the  insurers'  liability,  but  an  inflation 
adjustment  is  clearly  needed.  As  insurers  have  revised 
their  policies  they  have  invariably  seen  the  need  to 
increase  the  daily  benefit  offered. 

There  are  a  variety  of  length-of-coverage  and 
waiting -period  provisions.  In  some  cases  different 
options  are  offered  within  a  policy.  A  surprising 
finding  is  that  a  number  of  policies  offer  first-day 
coverage.  A  significant  portion  (38  percent  to  55 
percent)  of  nursing  home  patients  are  short  stayers 
(Meiners,  1983).  They  are  admitted  after  a  hospitaliza- 
tion, and  either  get  better  or  die  within  90  days.  The 
long  stayers  are  the  people  who  need  protection  against 
the  catastrophic  expenses  associated  with  extended 
nursing  home  use.  Requiring  a  waiting  period  helps  to 
target  the  coverage  to  long-term  care  needs  and  can  also 
serve  to  minimize  the  unnecessary  use  of  the  benefit, 
thereby  reducing  the  risk  and  cost  of  each  coverage. 

Other  risk  management  techniques  include  the 
following : 

•  Prospective  beneficiaries  are  screened  for  health 
status. 

•  Prior  hospitalization  is  required. 

•  Physicians  must  recommend  and  review  the  care. 

•  Preexisting  conditions  are  not  covered. 

Most  surprisingly,  many  policies  have  what  appear 
to  be  relatively  short  periods  of  exclusion  for 
preexisting  conditions  (three  to  six  months) .  Given  the 
potentially  large  liability  of  long-term  care  coverage 
and  the  difficulties  involved  in  screening  out  people 
who  may  purchase  the  insurance  intending  to  use  it, 
larger  preexisting  waiting  periods  may  be  warranted. 
They  would  reduce  risk  for  the  insurer  and  allow  premium 
reductions. 

Policies  also  exclude  coverage  under  certain  cir- 
cumstances or  for  selected  illnesses,  but  the  most 
troublesome  exclusion  is  that  of  mental  and  nervous 
disorders.  Elderly  individuals  needing  long-term  care 
are  quite  likely  to  need  that  care  because  of  mental  or 
nervous  disorders  associated  with  organic  disease . 

Finally,  few  insurers  are  willing  to  guarantee  the 
renewability  of  their  policies  without  an  escape  clause, 
and  all  individually  marketed  policies  reserve  the  right 
to  raise  premiums.  These  are  fairly  standard  clauses  in , 
insurance  sold  to  the  elderly.  However,  they  are  more 
ominous  when  we  recognize  what  little  experience  we  have 
with  insuring  long-term  care  and  the  potential  that 
exists  for  adjustments  which  may  price  some  consumers 
out  of  the  market  or  eliminate  the  sale  of  certain  poli- 
cies. 
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The  few  insurers  who  have  entered  the  long-term 
care  market  are  pioneers  in  an  area  with  growth  poten- 
tial. Progress  will  be  slow  and  adjustments  will  be 
necessary,  but  there  is  a  clear  need  for  such  protec- 
tion. Many  consumers  remain  unaware  of  the  risks  of 
needing  long-term  care;  nor  do  they  realize  that  most 
nursing  home  insurance  does  not  cover  it.  The  first 
dollar  benefits  offered  in  Medicare  supplements  tend  to 
dominate  the  insurance  market,  limiting  the  money 
available  for  catastrophic  coverage.  Further  develop- 
ment of  the  market  for  long-term  care  insurance  will 
depend  on  improving  elderly  consumer  knowledge  of  their 
health  insurance  coverage  and  the  catastrophic  expenses 
associated  with  long-term  care.  It  will  also  depend  on 
improved  understanding  of  long-term  care  and  how  to  pro- 
vide reasonable  insurance  against  that  risk.  The 
examples  reviewed  in  this  paper  provide  a  basis  for 
further  development  of  such  protection. 
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Table   1  •      Long-Term   Care  Insurance  Examples 


Policy  Features  of  Insurance  Companies 


Insurance  Company 


Policy 
Features 


Fireman's  Fund   American 
Life  Insurance  Company 


Massachusetts 
Indemnity  and  Life 
Insurance  Company 


Equitable  Life  and 
Casualty  Insurance 
Company 


Skilled  care 
covered 

Intermediate  care 
covered 

Custodial  care 
covered 

Home  care  covered 

Indemnity 
benefit 


Waiting /Elimination 
deductible  period 

Length  of 
Coverage 


Sales  screened 
for  health  status 


Preexisting 
condition  period 

Prior 

Hospitalization 

required 

Use  must  be 
recommended  and 
reviewed  by 
physician 

Covers  mental 
and  nervous 
disorders 

Guaranteed 
renewable 

Company  can 
change  premiums 


Yes 


Yes 


Yes 


Yes 


Yes,   choice  of  up  to  $60 
per  day  for  nursing  home, 
$30  per  day  for  home 
care. 


Choice  offered:  20  or 
100  days 

It  years  for  any  nursing 
home  confinement,  180 
days  for  home  health . 


Yes  general  questions 
asked  about  institutional 
physician  care  in  previous 
months  and  ability  to 
perform  dally  activities. 

90  days 


Yes,   confinement  must 
begin  within  90  days 
after  hospitalization  of 
3  or  more  days. 

Yes,   confinement  must  be 
recommended  by  physician 
and  physical  exam  can  be 
required  at  company's 
expense. 

Yes,   if  demonstrable 
organic  Illness. 

No,   nonrenewable 
statewide. 

Yes 


Yes 
Yes 

No 

No 

Yes,   $50  per  day  for 
skill  care  or  $'fO  per 
day  for  Intermediate 
care. 


60  days 

$75,000  lifetime  maxi- 
mum benefit  allows  'f.l 
years  of  skilled  care 
or  5. 1   years  of  inter- 
mediate care. 


Yes,   but  limits  evaluation 
to  those  hospitalized  or 
in  a  skilled  nursing  home 
in  prior   12  months. 

12  months 


Yes,   confinement  must 
begin  within  28  days 
after  hospitalization 
of  3  or  more  days. 

Yes,   confinement  must  be 
recommended  by  physician 
and  must  be  recertified 
every  30  days. 


Yes 


Yes 


Yes 


Yes 

Yes,   choice  of  up  to 
$60  per  day  for  skilled 
care,   $30  per  day  for 
Intermediate  care,   $15 
per  day  for  custodial 
care,   and  $7.50  per  day 
for  home  care. 

Choice  offered:     0,   20, 
or   100  days. 

2^*  months  for  skilled 
care,    12   months  for 
Intermediate  care,   6 
months  for  custodial 
care,   and  30  days  for 
home  confinement  with  a 
$90,000  lifetime 
maxlmun  benefit. 

Yes,  detailed  list  of 
condition  Information 
requested . 


6  months  for  conditions 
appearing  in  previous  5 
years. 

Yes,   confinement  must 
begin  within   I't  days 
after  hospitalization 
of  3  or  more  days. 

No  explicit  statement, 
but  physical  exam  can 
be  required  at 
company's  expense. 


Yes,    if  demonstrable 

Yes,   if  demonstrable 

organic  desease. 

organic  disease. 

No,   nonrenewable  on 

Yes 

group  basis. 

Yes 

Yes 
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Table  1.      (continued) 


Policy  Features  of  Insurance  Companies 


Insurance  Company 


Policy 
Features 


Merchants  and  Manufacturers 
Insurance  Company 


Health  Insurance 
Corporation 


United   Equitable 
Insurance  Company 


Skilled  care  Yes 

covered 

Intermediate  care  Yes 

covered 

Custodial  care  Yes 

covered 


Home  care  covered  Yes,   private -duty  nurse 


Indemnity 
behefit 


Waiting  /  Elimination 
deductible  period 


Length  of 
Coverage 


Sales  screened 
for  health  status 


Preexisting 
condition  period 

Prior 

Hospitalization 

required 

Use  must  be 
recommended  and 
reviewed  by 
physician 

Covers  mental 
and  nervous 
disorders 

Guaranteed 
renewable 

Company  can 
change  premiums 


Yes,   up  to  $^0  per  day  for 
all  nursing  home  care;  up 
to  $50  per  day  for 
private-duty  nurse  at  home 

None 


^  years  for  skilled  nursing 
home  and  home  health 
benefit;   2  years  for 
intermediate  or  custodial 
care. 


Yes,  specific  questions 
asked  about  illnesses  and 
institutionalizations . 


6  months 

Yes,  confinement  or  home 
care  must  begin  within  l^ 
days  after  hospitalization 
of  3  or  more  days. 

Yes  physician  must  certify 
at  least  once  a  month  that 
beneficiary  needs  no 
greater  or  lesser  care. 

No 


Yes 

Yes 


Yes 

Yes,   by  rider. 
Yes,  by  rider. 

No 

Yes,   intermediate  and 
custodial  care  paid  at 
1/2  of  rate  chosen   for 
skilled  care. 

None 


1  year  for  care  in  a 
skilled  nursing  facility; 
care  in  an  intermediate 
and  custodial  facility  is 
subject  to  the  amount  of 
skilled  care  received  on  a 

2  for   1   day  basis  for  up 
to  730  days. 

No 


12  months 

Yes,   confinement  must 
begin  within  30  days  after 
hospitalization  of  3  or 
more  days. 

Yes,   confinement  must  be 
recommended  by  physician 
and  physical  exam  can  be 
required  at  company's 
expense . 

No 


No,   nonrenewable  statewide 
Yes 


Yes 
Yes 
Yes 

No 

Yes,   choice  of  up  to  $40 
for  skilled  care 
benefit;    1/2  chosen  rate 
for  intermediate  or 
custodial  benefit . 

Choice  offered:   0,   20, 
or   100  days; 
intermediate  or 
custodial  benefit   must 
follow  at  least  20  days 
in  skilled  nursing  care. 

U  years  for  skilled  care 
benefit;  choice  offered 
of  6  or   12  months 
coverage  for 
intermediate  or 
custodial  care. 


Yes,   asks  for  detailed 
information  about 
institutional  care  in 
previous  6  months  and 
illness  and  activity 
restrictions. 

180  days 

Yes,   confinement  must 
begin  within   30  days 
after  hospitalization  of 
3  or  more  days. 

Yes,   confinement  must  be 
recommended  by  physician 
and  physical  exam  can  be 
required  at  company's 
expense. 

Yes,   if  demonstrable 
organic  disease. 

Yes 

Yes 
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Table  1.      (continued) 
Policy  Features  of  Insurance  Companies 


Insurance  Company 

Policy 
Features 

Blue  Cross  of 
North  Dakota 

Blue  Cross  of 
Southern  Cali- 
fornia UltraCare 

United  Auto 
Workers 

Kemper  Group 

Skilled  care 
covered 

Yes 

Yes,   but 
limited  to 
Medicare  gaps 

Yes 

Yes 

Intermediate  care 
covered 

Yes 

No 

Yes 

Yes,  but  very  limited 

Custodial  care 
covered 

No 

No 

No 

Yes,  but  very  limited 

Home  care  covered 

No 

Yes 

Yes 

Yes,  private -duty  nurse 

Indemnity 
benefit 

Yes,  choice  of  up 
to  $50  per  day. 

No 

None 

Yes,  $20  per  day  for 
days  1-100;   $W  per 

Waiting/Elimination  100  days, 

deductible  period 


No 


Use  must  be 

Yes 

recommended  and 

reviewed  by 

physician 

Covers  mental 

Yes 

and  nervous 

disorders 

Guaranteed 

No 

renewable 

Company  can 

Yes 

change  premiums 

Yes 

Yes 

No 
Yes 


Direct  trade-off 
of  nursing   (2  for 
1)  and  home  visits 
(3  for   1)   with 
hospital  days. 


Length  of 

Choice  offered  of 

Nursing  home 

No 

coverage 

nursing  home  care 

benefit  days 

for  2-5  years 

20-100;   home 
health  benefits 
as  needed. 

Sales  screened 

Yes,   specific 

No 

No 

for  health  status 

questions  about 
illness  <5c  institu- 
tionalizations. 

Preexisting 

180  days. 

No 

No 

condition  period 

Prior 

No 

Yes,  for 

No 

Hospitalization 

nursing  home; 

required 

no,   for  home 
health . 

day  for  days  101-1,095; 
$10  per  day     for  less 
than  skilled  care;   $25 
per  day  for  private -duty 
nurse  at  home. 

None  for  skilled  nursing 
home  care  or 
private -duty  nurse 


3  years  for  skilled 
nursing  home  care  and 
private  duty  nurse;   2 
years  for  intermediate 
or  custodial  care 
benefit . 

Yes,  specific  questions 
asked  about  illnesses 
&.  institutionalizations . 

12  months 


No 

Yes,  confinement  must 
begin  within  28  days 
after  hospitalization  of 
3  or  more  days; 
nonskilled  care  must 
also  follow  20  days  of 
covered  care  in  a 
skilled  nursing  facility 

No  specific 
statement. 

Yes,  confinement  must  be 
recommended  and  reviewed 
by  physician. 

Yes,   but  only 
up  to  90  days. 

No 

As  long 

as  employed. 

Yes 

Not  applicable, 
employee 
benefit . 

Yes 

1 
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Table   1.      (continued) 
Policy  Features  of  Insurance  Companies 


Insurance  Company 


Policy 
Features 


Transport  Life 
Insurance  Company 


Great  Republic  Life 
Insurance  Company 


Federated  American   Life 
Insurance  Company 


Skilled  care 

Intermediate  care 
covered 

Custodial  care 
covered 

Home  care  covered 


Yes 
Unclear 

Yes,  but 
very  limited. 

No 


Yes 

Yes 

Yes,   added  as  optional 
rider . 

Yes 

Yes,   added  as  optional 
rider. 

Yes 

Yes,   private -duty  nurse 

No 

Indemnity 
benefit 


Waiting/ Elimination 
deductible  period 


Length  of 
coverage 


Sales  screened 
for  health  status 


Yes,  choice  of  up  to 
$60  per  day  for  skilled 
care,   and  up  to  $15  per 
day  for  custodial  care. 


None  for  individual 
policy,   0  or  100  days 
for  group  policy. 


3  years  for  skilled 
nursing  care,    120  days 
for  custodial  care. 
Group  policy  limts 
skilled  nursing  care 
to  2  years. 

Yes,  specific  questions 
asked  about  illnesses 
&  institutionalizations 


Preexisting 
condition  period 

6  months  for  conditions 
appearing  in  previous 
12   months. 

Prior 

Hospitalization 

required 

Yes,   confinement   must 
begin  within  90  days 
after  hospitalization 
of  3  or   more  days. 

Use   must  be 
recommended  and 
reviewed  by 
physician 

Yes,   confinement   must 
be  medically  necessary. 

Covers  mental 
and  nervous 
disorders 

No 

Guaranteed 
renewable 

Yes 

Company  can 
change  premiums 

Yes 

No,   pays  actual  charge  up 
to  $20  per  day  for  days 
1-100  and  $^^0  for  days   101- 
1,093  for  skilled  care;   $25 
per  day  for  private -duty 
nurse  at  home;   7096  of  actual 
charge  up  to  $'tO  per  day  for 
intermediate  or  custodial 
care. 

None  for  skilled  nursing 
home  care  or  private-duty 
nurse ;  90  days  for 
intermediate  and /or 
custodial  care  benefit. 

3  years  for  skilled 
nursing  home  care  and 
private  duty  nurse ;   2 
years  for  intermediate 
or  cutodial  care  benefit. 

Yes,  specific  questions 
asked  about  illnesses  <5c 
institutionalizations . 


Yes,   choice  of  up  to  $30. 


1  year  for  conditions 
appearing  in  previous 
year. 

Yes,   confinement  must 
begin  within  28  days 
after  hospitalization  of 
3  or  more  days. 

Yes,   confinement  must  be 
recommended  by  physician 
and  physical  exam  can  be 
required  at  company's 
expense . 

No 


Yes 
Yes 


20  days 


^  years 


Yes,   general  questions  asked 
about     institutionalization 
and  physician  care  in 
previous   12  months  and 
ability  to  perform  daily 
activities. 

30  days 


Yes,   confinement  must  begin 
within  90  days  after 
hospitalization  of  3  or  more 
days. 

Yes,   confinement   must  be 
recommended  by  physician  and 
physical  exam  can  be  required 
at  company's  expense. 

Yes,   if  demonstrable  organic 
disease . 

No,  nonrenewable  statewide 

Yes 
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Table   1.      (continued) 
Policy  Features  of  Insurance  Companies 


Insurance  Company 

Policy 
Features 

National  Foundation 
Life  Insurance  Company 

Mutual  Protective/Medico 
Life  Insurance  Company 

Columbia  Life 
Insurance  Company 

Skilled  care 

Yes 

Yes 

Yes 

Intermediate  care 
covered 

Yes 

Yes,   but  very  limited 

Yes 

Custodial  care 
covered 

Yes,   but  very  limited 

Yes,  but  very  limited 

Yes 

Home  care  covered 

Yes,   separate  policy 
and  very  limited 

Yes,   but  very  limited 

No 

Indemnity 
benefit 

Yes,   choice  of  $20-$50 

Yes,   2  plans.   $6-$12  for 
days  1-20;   $20-$30  for 

Yes,   choice  of  up  to  $50 
per  day 

Waiting  /  Elimination 
ordeductible  period 

Length  of 
coverage 


Sales  screened 
for  health  status 

Preexisting 
condition  period 


Prior 

Hospitalization 

required 

Use  must  be 
recommended  and 
reviewed  by 
physician 


Covers  mental 
and  nervous 
disorders 

Guaranteed 
renewable 

Company  can 
change  premiums 


None 

3  years  for  skilled  and 
intermediate  care,  90 
days  for  custodial  care 


Yes,   specific  questions 
asked  about  illnesses 
&  institutionalizations 

For  persons  6'f  and 
over,  6  months  (2  years 
for  other  ages)   for 
condition  appearing  in 
previous  5  years 

Yes,   confinement  must 
begin  within  I'f  days 
after  hospitalization 
of  3  or  more  days 

No  specific  statement 


Yes,  if  demonstrable 
organic  disease 

Yes 

Yes 


days  21-100,   $W-$60  for 
1 0 1  st  day  to  't  yrs . ,  for 
skilled  care;   $10-$20  per 
day  for  intermediate 
care;  $5-10  per  day  for 
custodial  care;   $5-$10  per 
day  for  home  care 

None 

^  years  for  skilled 
care,    180  days  for 
intermediate  care,    180 
days  for  custodial  care, 
30  days  for  home  care 

Yes,   specific  questions 
asked  about  illnesses 
&  institutionalizations 

6  months  for  conditions 
appearing  in  previous  5 
years 


Yes,   confinement  must 
begin  within   l'^  days 
after  a  hospitalization 
of  3  or  more  days 

Yes,   confinement  must  be 
recommended  by  a 
physician;   and  for 
skilled  care  the  physi- 
cian must  certify  once 
a  month  that  care  is 
needed  and  received 

Yes,  if  demonstrable 
condition 

No,  nonrenewable 
statewide 

Yes 


Choice  offered:  0,  20,  60, 
or   100  days 

5  years  for  skilled  care,   6 
or   12  months  for 
intermediate  or  custodial 
care 

Yes,   specific  questions 
asked  about  illnesses  and 
institutionalizations 

6  months  for  conditions 
appearing  in  previous  5 
years,   plus  some  conditions 
specifically  excluded 

Yes,   confinement  must  begin 
within   I't  days  after 
hospitalization  of  3  or  more 
days 

Yes,  physician  must  certify 
that  patient  needs  no 
greater  or  lesser  care  and 
physical  exam  can  be 
required  at  company's 
expense 

No 


No,  nonrenewable  statewide 
Yes 
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LONG-TERM  CARE:      AN  INSURER'S  PERSPECTIVE 


Arthur   Lifson ,   Equitable  Life  Assurance  Society  of  the   United  States 


I  have  been  asked  to  discuss  the  potential  market 
for  privately  sponsored  long-term  care  insurance  from 
the  perspective  of  private  insurers.  Also  included  in 
this  volume  are  the  remarks  of  a  colleague,  Robert 
Phillips  from  Fireman's  Fund,  a  Health  Insurance 
Association  of  America  (HIAA)  member  company.  Mr. 
Phillips  has  much  more  experience  than  I  in  the 
"nuts  and  bolts"  of  offering  a  policy  that  covers  long- 
term  care  services,  and  1  defer  to  his  experience  in  the 
actual  marketing  of  such  projects. 

I  will  limit  my  remarks  to  the  work  of  the  HIAA's 
Task  Force  on  Long-Term  Care,  which  I  have  had  the 
honor  of  chairing.  The  report  of  the  Task  Force  is 
finally  at  the  printers  and  should  be  available  from  the 
HIAA  shortly. 

The  Task  Force  was  given  a  two-part  charge: 

•  To  examine  the  feasibility  of  insuring  long- 
term    care    services    now    and    in    the    future. 

•  To  make  policy  recommendations  to  the  Association 
on  long-term  care  encompassing  both  the  public  and 
private  sectors. 

We  have  been  at  work  for  some  two  years .  The  first 
several  months  were  devoted  to  educating  ourselves  about 
long-term  care .  While  we  all  had  some  passing  knowledge 
of  long-term  care,  none  of  us  was  an  expert.  I  daresay, 
we  still  would  not  qualify  as  experts. 

One  of  our  first  tasks  was  to  define  what  we  meant 
by  long-term  care  and  how  we  might  operationalize  the 
definition.  We  settled  on  a  definition  that  had  as  its 
goal  the  optimization  of  an  individual's  level  of  func- 
tioning, irrespective  of  the  medical,  social,  or  per- 
sonal services  necessary  to  achieve  that  optimum  level. 
The  key  was  optimization  rather  than  maximization  or 
restoration .  We  also  recognized  that  there  would  be  a 
commitment  to  the  individual  over  a  longer  period  of 
time  than  we  were  accustomed.  Most  of  the  services, 
whether  medical,  nursing,  home  health,  or  any  other 
kind ,  were  familiar  to  us .  We  cover  them  now  under  most 
major  medical  plans.  The  difference  was  that  under 
major  medical  plans,  the  goal  has  been  restoration  to 
full  functioning  in  a  relatively  short  period  of  time. 
Concentration  on  cure  and  restoration  has  led  us  down  a 
high-tech,   high-intensity,   and  high-cost  road. 


me  many  friends.  It  was  founded  primarily  on  our 
perception  that  our  major  potential  competitor  in 
long-term  care  was  not  other  insurers,  not  other 
financial  services  institutions,  not  private  savings, 
but  government.  We  knew  we  could  not  compete  with  a 
product  the  public  perceived  as  free. 

Generally ,  the  Medicaid  program  is  perceived  by  the 
middle  class  as  free,  acceptable,  and  an  inalienable 
right. 

We  were  really  taken  aback  when  we  began  to  realize 
that  even  if  we  could  solve  all  of  our  technical  and 
nontechnical  problems,  we  would  still  probably  not  be 
able  to  penetrate  a  significant  portion  of  the  potential 
long-term  care  market  because  of  Medicaid.  Like  many 
people,  we  had  always  viewed  Medicaid  as  a  program  for 
young  women  and  their  children,  not  older  Americans, 
formerly  middle  class,  who  were  willing  to  go  through 
all  sorts  of  legal  and  other  hoops  in  order  to  avail 
themselves  of  this  federally  funded  program.  But  that 
was  what  we  found  to  be  the  case .  Medicaid  is  a  program 
for  older  Americans  in  nursing  homes.  Most  Americans 
view  it  in  a  positive  light  when  it  comes  time  to  place 
Aunt  Sadie  or  Grandpa  in  a  nursing  home. 

There  are  several  reasons  for  that  perception. 
First,  Medicaid  does  a  more  than  adequate  job  of  pro- 
viding acceptable  quality  care  in  nursing  homes. 
Second,  most  people  are  not  aware  of  the  potential  risk 
of  needing  long-term  care  services,  and  therefore,  when 
faced  with  the  need,  they  have  not  made  a  financial  pro- 
vision. A  long  search  then  ensues,  the  outcome  of  which 
is  Medicaid.  In  addition,  there  has  developed  a  whole 
network  of  professionals  who  advise  the  elderly  and 
their  children  on  how  they  might  make  themselves  eli- 
gible for  Medicaid. 

There  will  always  be  a  need  for  some  program  to 
assure  quality  services  for  those  who  do  not  have  the 
wherewithal  to  pay  for  themselves.  Until  such  time  as 
the  array  of  federal  and  state  programs  that  currently 
finance  long-term  care  are  perceived  as  unacceptable 
alternatives,  the  private  market  for  long-term  care 
insurance  will  be  limited  to  those  with  significant 
assets  to  protect  and  with  sufficient  income  to  pay 
relatively  high  rates  for  protecting  those  assets. 


Market  Assessment 


We  then  examined  the  likely  environmental 
assumptions  under  which  we  might  be  asked  to  attempt 
to  turn  our  definition  into  a  marketable  long-term  care 
product,  and  the  degree  to  which  we  felt  we  would  be 
successful. 

To  put  it  bluntly,  we  looked  at  the  current 
environment,  which  we  determined  was  unfavorable, 
and  some  future  environments,  which  might  be  more 
favorable.  Our  reasoning  in  determining  that  the 
current    environment    was    unfavorable   will    not    make 


Options 

We  did  conclude  that  if  a  much  higher  proportion  of 
the  at-risk  population  were  aware  of  their  potential 
liability,  there  could  be  a  market  for  long-term  care 
protection.  Such  protection  does  not  have  to  come  in 
the  form  of  insurance ,  however .  We  therefore  examined  a 
wide  range  of  other  options  both  for  insuring  long-term 
care  and  for  financing  and  delivering  it. 

Clearly,  if  individuals  become  aware  of  their 
potential  liability  at  younger  ages,  they  then  have  a 
chance  to  include  it  in  their  financial  planning.  We  do 
not  believe  that  currently  even  a  significant  proportion 
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of  65-year-oIds,  let  alone  50-,  W-,  and  30-year-olds, 
are  aware  of  the  risk.  In  the  future,  older  individuals 
will  have  a  much  higher  level  of  income  and  assets, 
possibly  four  times  higher,  on  average,  in  constant 
dollars,  than  today's  older  people.  Up  to  some  85  per- 
cent will  have  private  pensions,  and  given  the  flow  of 
funds  into  Individual  Retirement  Accounts  (IRAs), 
Keoghs,  'fOl-Ks,  and  profit-sharing  and  savings  plans,  we 
believe  a  significant  proportion  of  older  Americans  will 
have  the  wherewithal  to  finance  long-term  care  from 
current  income  and  assets.  That  ability,  plus 
heightened  awareness,  should  produce  a  market  for 
creative  means  of  protecting  the  individual  from  the 
financial  risk  of  needing  long-term  care  services. 

Questions 

The  Task  Force  also  looked  at  the  myriad  of  tech- 
nical, social,  and  health-related  questions  surrounding 
the  financing  of  long-term  care.  On  the  technical  side, 
there  are  several  questions. 

First,  is  long-term  care  really  an  insurable  event? 
The  answer  is  not  clear  cut.  We  concluded  that  given 
proper  benefit -plan  design,  incentives  for  prudent  use 
of  benefits,  and  contract  language  that  would  hold  up  in 
court,   it  could  be  an  insurable  event. 

Second ,  could  one  protect  oneself  from  adverse 
selection  and  induced  demand?  We  concluded  it  would  be 
difficult  but  not  impossible. 

Third,  how  would  the  regulators  view  the  product? 
Because  of  the  states'  division  of  insurance  into  life 
and  health  streams,  coupled  with  the  potential  to  view 
this  as  a  Medicare  supplemental  policy,  the  regulatory 
environment  would  need  careful  consideration  and 
handling. 

Fourth,  could  a  product  or  products  be  designed 
that  provided  real  protection,  given  that  benefits  might 
be  used  ten  or  twenty  years  after  the  policy  was  first 
placed  in  force?  We  concluded  that  there  were  a  variety 
of  indemnity  policies,  some  of  which  provided  for  capi- 
tal accumulation  and  periodic  increases  in  benefits  and 
premiums,  which  could  be  designed.  We  also  concluded 
that,  given  the  unstable  nature  of  medical  care  prices, 
a  fee-for-service  type  of  product  was  not  feasible  for 
the  individual  or  insurer. 


Other  Options 

We  also  looked  at  a  variety  of  ways  for  delivering 
and  financing  long-term  care,  including  medical  case 
management.      Two  merit  special  mention.  They  are: 

•  Life  care  communities. 

•  Social/Health   Maintenance  Organizations 
(S/HMOs). 

Both  attempt  to  manage  the  long-term  care  needs  of 
the   individual.      Both   place   the   provider   of   care   at 


risk.  They  both  hold  great  promise.  Life  care,  with 
its  combination  of  housing  and  long-term  care  services, 
would  appear  to  appeal  to  one  segment  of  the  market. 
Those  individuals  who  can  afford  this  option  and  who  are 
willing  to  give  up  their  residences  should  buy  in. 
S/HMOs  would  seem  to  appeal  to  those  who  want  to  remain 
in  their  own  homes  and  who  want  protection  from  poten- 
tial long-term  and  medical  care  expenses  in  a  managed 
environment.  Although  the  jury  is  still  out  on  both, 
they  are  indeed  exciting  experiments.  I  only  hope  we 
give  then  the  time  and  support  necessary  to  test  their 
worth . 


Profit  and  Risk 

There  is  one  other  subject,  not  strictly  part  of 
the  Task  Force  Report ,  which  strongly  needs  discussion . 
The  health  care  field  has  not  traditionally  viewed 
profits  by  those  who  assume  risk  in  a  favorable  light. 
In  part,  this  conference  and  other  parties  are  asking 
the  private  sector  to  assume  a  risk  which  government, 
under  present  conditions,  finds  excessive  or  inappro- 
priate. It  would  be  unfair  of  me  to  leave  the 
impression  that  we  are  willing  to  assume  that  risk 
irrespective  of  the  potential  losses  or  rewards. 

At  a  time  when  capital  is  dear  and  therefore 
commands  high  market  rates  of  return,  very  few 
corporations  are  willing  to  step  forward  to  assume  a 
risk  which  is  perceived  as  assuring  only  losses.  To 
date,  long-term  care  financing  has  been  so  viewed.  A 
few  individuals  and  companies  will  first  have  to  assume 
the  risk,  and  reap  higher  than  market  rewards  for  that 
risk,  before  the  long-term  care  market  will  open  up.  If 
those  in  government  view  the  rewards  and  profits 
unfavorably,  and  attempt  to  squeeze  or  eliminate  them, 
then  there  will  be  little  or  no  additional  private 
financing  of  long-term  care.  We  must  move  away  from 
viewing  such  subjects  as  long-term  care  solely  in 
public-sector  terms. 

I  am  pleased  that  this  conference  does  not  propose 
such  a  narrow  view .  The  expectations  of  many ,  primarily 
in  the  public  sector,  are  for  increased  private  sector 
financing  of  long-term  care,  and  I  hope  they  can  be  met. 
If  they  are,  we  will  all  have  profited.  The  individual 
will  have  the  protection  he  or  she  needs.  The 
risk-assuming  companies  will  earn  the  return  that  their 
capital  demands.  Government  will  experience  a  reduced 
demand  on  already  overburdened  budgets. 

I  believe  the  Task  Force  Report  is  a  first  step  in 
achieving  such  a  positive-sum  game.  Through  it,  one 
hopes,  others  in  our  industry  will  learn  more  about 
long-term  care  and  the  potential  for  insuring  it.  From 
that  increased  awareness  should  come  greater 
experimentation  and  wider  availability,  ultimately 
leading  to  a  truer  market  solution  for  financing 
long-term  care. 
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THE  FIREMAN  FUND'S  EXPERIENCE 


Robert  F.   Phillips,   Fireman's  Fund,   American   Life  Insurance  Company 


This  paper  will  address  the  involvement  of 
Fireman's  Fund  in  the  long-term  care  insurance 
field.  It  will  discuss  what  prompted  the  company  to 
enter  the  field,  what  it  has  done,  what  remains  to  be 
done,  and  what  it  sees  as  the  legitimate  role  of  pri- 
vate, voluntary  insurance  in  the  complex  array  of  ser- 
vices and  systems  that  address  the  long-term  care  needs 
of  our  nation. 

To  bring  the  discussion  into  clearer  focus,  defini- 
tions of  the  terms  private  and  voluntary  are  in  order. 
These  words  are  important,  because  their  implications 
set  the  limits  of  what  can  be  expected  and  how  it  may  be 
achieved .  By  private  we  mean  that  benefits ,  administra- 
tive and  acquisition  costs,  taxes,  and  all  other  expen- 
ses are  funded  solely  through  the  premium  contributions 
oi  plan  participants.  The  plan  is  self -funding.  By 
voluntary  we  mean  that  plan  participants  choose  when  to 
enter,  how  long  they  will  participate,  and  what  level  of 
benefits  they  desire.  A  private,  voluntary  plan  of 
long-term  care  insurance  is  what  Fireman's  Fund 
underwrites. 

Long-term  in  this  case  means  four  years,  and  care 
means  confinement  in  a  skilled  nursing  home  with  no 
distinction  as  to  the  level  of  care  provided.  These 
terms,  in  brief,  describe  the  plan  and  product  which 
were  introduced  in  197^*  and  which  are  essentially  the 
same  as  those  offered  now.  The  basic  benefits  and  pre- 
mium structure  have  changed  little.  The  product  was 
created  in  response  to  the  insistence  of  a  respected 
agent  that  there  were  serious  shortcomings  in  the 
Medicare  and  Medicaid  supplement  programs,  and  that 
the  event  which  was  most  feared  and  which  held  the 
greatest  potential  for  financial  ruin  for  our  older 
citizens — long-term  institutionalization — was  not  cov- 
ered under  these  programs. 

The  flaw  in  Medicare  and  its  stepchildren ,  the  pri- 
vate Medigap  plans ,  was  that  benefit  durations  were  too 
limited.  Even  more  importantly,  no  benefits  were  pro- 
vided for  custodial  care,  the  level  of  care  applicable 
to  nearly  all  long-term  confinements.  The  concerns 
troubling  the  Medicare-eligible  group,  or  more  exactly, 
that  segment  not  eligible  or  not  on  the  threshold  of 
Medicaid  eligibility,  were  evident.  But  whether  the 
private-insurance  mechanism  could  address  these  con- 
cerns was  not  so  clear.  Two  key  questions  needed 
answering.  First,  was  long-term  confinement  an 
insurable  event?  Second,  would  it  be  possible  to  market 
a  product  that  would  provide  a  meaningful  long-term 
benefit? 

The  only  way  to  answer  these  questions  was  to 
create  a  product  and  introduce  it  into  the  marketplace. 
There  was  no  past  experience ,  no  data ,  not  even  any  cre- 
dible hypothesis  as  to  what  could  or  could  not  be  done. 
All  we  knew  for  certain  was  that  there  was  a  growing  and 
desperate  need  for  something  to  be  done.  That  led  the 
company  to  the  next  critical  question:  Why  should  we 
get  involved? 


Program  History 

Prior  to  the  advent  of  Medicare  eight  years 
earlier.  Fireman's  Fund  had  been  prominent  in  the  over- 
65  aged  individual  accident  and  health  market.  In  fact, 
the  company's  Fund  65  program,  offered  primarily  in 
California  and  some  adjacent  states ,  was  one  of  the  most 
successful  of  all  the  pre-Medicare  programs  designed  for 
those  aged  65  and  over.  The  program  was  so  successful, 
in  fact,  that  when  Medicare  became  effective  on  July  1 , 
1966,  it  was  the  company's  sad  duty  to  terminate  over 
't'fjOOO  Fund  65  policyholders.  It  had  been  our  hope  and 
conviction  that  the  private-insurance  mechanism  could 
develop  and  administer  health  care  financing  programs 
that  would  negate  the  need  for  massive  federal  interven- 
tion. Nevertheless,  with  Medicare  now  in  effect,  we 
felt  that  a  market  for  private-insurance  products  no 
longer  existed  among  the  elderly.  Despite  our  favored 
position  because  of  the  size  and  public  acceptance  of 
the  Fund  65  program ,  we  chose  not  to  enter  the  Medicare 
supplement  market.  The  reason  was  that  we  did  not  see 
any  great  opportunity  to  serve  legitimate  insurance 
needs.  We  also  feared  the  exploitation  of  this 
vulnerable  market  and  the  emergence  of  practices  that 
would  make  fair  competition  difficult. 

By  197't  it  was  clear  that  we  had  been  only  half 
right.  There  were  needs  to  be  addressed  and  legitimate 
insurable  interests  to  be  protected.  There  was  also  the 
opportunity  to  serve  those  needs,  if  the  key  could  be 
found  to  open  new  markets  and  product  lines .  This  is 
the  realization  that  prompted  Fireman's  Fund  to  get 
involved.  There  was  also,  perhaps,  some  small  measure 
of  satisfaction  in  the  thought  that  the  company  might 
reclaim  some  part  of  that  market  that  Medicare  had 
preempted  three  years  earlier. 

Here,  then,  was  opportunity,  but  how  could  the 
challenge  be  accepted?  Through  what  medium  could  the 
need  best  be  met?  What  were  the  options?  In  general, 
private  insurance  deals  either  with  the  protection  or 
the  accumulation  of  assets.  It  cannot  and  should  not 
create  assets .  Automobile  and  homeowner  '  s  policies  pro  - 
tect  one's  assets  or  those  of  one's  creditors.  IRA  pen- 
sion plans,  endowments,  and  similar  devices  accumulate 
and  in  some  cases  dispense  assets,  usually  over  a 
protracted  period  of  time.  In  the  case  of  long-term 
care,  both  the  motive  to  purchase  and  the  risk  of  loss 
develop  exponentially  late  in  life,  and  the  need  for 
large  amounts  of  dollar  benefits  is  immediate,  so  the 
protection-of-asset  approach  seemed  to  be  the  financing 
mechanism  best  suited  to  this  market.  At  the  expected 
age  of  entry  there  simply  are  not  sufficient  years 
remaining  for  asset  accumulation.  This  is  a  casualty 
insurance  concept,  the  assumption  being  that  the  loss 
insured  against  is  the  consequence  of  an  undesirable  and 
unexpected  or  unattended  event  and  that  it  is  both  iden- 
tifiable and  measurable. 

We  thought  that  the  targeted  market  could  be  found 
among  the  middle-  and  upper-middle-class  residents  of 
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the  Florida  and  California  retirement  communities. 
These  were  the  people  who  were  most  cognizant  of  the 
risk  of  eventually  needing  long-term  care  and  who  were 
at  greatest  financial  risk.  They  were  also  the  group 
most  adverse  to  surrendering  their  independence  if 
reasonable  alternatives  existed  and  were  the  most 
capable  of  making  the  required  premium  contributions. 

This  market  was  clearly  the  place  to  begin,  in 
order  to  give  our  concept  the  best  chance  to  succeed. 
This  was  our  primary  market  when  we  began ,  and  it 
remains  so  today .  The  program  has  stayed  within  accept- 
able loss  parameters  .  Its  success  is  most  certainly 
due  to  the  presence  of  large  numbers  of  insured  persons 
with  characteristics  akin  to  those  of  our  prototype.  In 
the  years  since  the  program  began ,  the  company  has  deli- 
berately impeded  growth  and  limited  availability  of  the 
product.  This  strategy  was  necessary  in  order  to  buy 
the  time  to  define  the  market,  analyze  our  experience, 
assess  and  refine  selection  standards  and  techniques, 
and,  most  importantly,  recover  from  any  early  mistakes 
while  the  program  was  still  small  and  the  mistakes 
correctable  through  increasing  volumes  of  better  busi- 
ness. Despite  the  slow  growth  philosophy,  we  have  had 
an  annual  compound  rate  of  growth  of  't?  percent  over  the 
past  five  years.  The  new  product  in  the  first  eighteen 
months  of  existence  achieved  a  premium  volume  equal  to 
what  its  predecessor  produced  in  seven-and-a-half  years . 
Even  more  indicative  of  the  product's  market  strength 


is  the  fact  that  in  each  year  since  its  inception,  more 
policies  have  been  written  at  the  maximum  benefit 
offered  than  at  any  of  the  lower  benefit  levels. 


Problems 

So  far  this  discussion  has  centered  on  the 
program's  successes.  There  have  also  been  problems, 
some  of  them  threatening  and  serious,  not  all  of  them 
resolved  yet.  In  the  area  of  regulation  and  compliance, 
there  are  serious  and  potentially  disastrous  problems. 
These  appear  to  stem  mainly  from  the  fact  that  regula- 
tors conceive  of  long-term  care  insurance  as  merely 
another  form  of  accident  and  health  or  disability 
insurance  subject  to  the  conventional  restrictions,  man- 
dates, orders,  prohibitions,  and  requirements  that  apply 
to  such  products.  In  fact,  it  is  a  far  different  pro- 
duct .  It  may  even  be  argued  that  it  is  not  accident  and 
health  insurance  at  all.  Problems  arise  when  we  are 
required  to  include  provisions  or  benefits  that  are 
irrelevant  or  potentially  disastrous,  or  when  we  are 
prohibited  from  including  what  is  needed.  Before  much 
can  be  done  to  broaden  the  parameters  of  the  insurable 
market,  there  must  be  recognition  of  long-term  care 
insurance  as  a  unique  coverage  that  cannot  work  if  it  is 
subjected  to  the  same  mandates  or  restrictions  that 
apply  to  conventional  products. 
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CHAPTER  3 


LIFE  CARE  COMMUNITIES 


LIFE  CARE  COMMUNITIES  FOR  THE  AGED:      AN  OVERVIEW 


Harvey   E.   Pies,   Blue  Cross  and  Blue  Shield  of  Florida,   Inc. 


Introduction 

1  would  like  to  begin  by  emphasizing  the  timeliness 
and  importance  of  this  conference.  The  Health  Care 
Financing  Administration  (HCFA)  is  to  be  commended 
for  calling  attention  to  the  numerous  significant 
issues  that  involve  long-term  care  for  the  elderly--the 
area  that  I  have  always  referred  to  as  the  time  bomb 
of  the  decades  to  come.  This  paper  will  provide  an 
overview  of  the  subject  of  life  care  communities  for  the 
elderly.  Others  in  this  volume  will  provide  specific, 
up-to-date  information  concerning  a  number  of  the  issues 
that  I  will  only  be  able  to  mention  or  touch  upon 
briefly  here.  In  addition,  the  list  of  references  at 
the  end  of  this  paper  provides  many  important  sources  of 
information  on  the  subject  of  life  care  communities. 


The  Concept 

The  modern-form  life  care  community,  increas- 
ingly known  as  a  continuing  care  retirement  community 
(CCRC;  in  this  paper,  the  terms  life  care  community 
and  CCRC  will  be  used  virtually  interchangeably),  is  a 
growing  part  of  our  country's  housing  and  health  care 
delivery  systems.  CCRCs  offer  unique  opportunities  for 
health  care  professionals  concerned  with  long-term  care 
to  expand  their  horizons  and  mission.  In  essence,  the 
CCRC  attempts  to  combine  residential  retirement  living 
with  the  availability  of  health  care  services.  It  is 
not  an  old-age  home,  a  nursing  home,  a  boardinghouse, 
or  a  retirement  village.  Nor  is  it  simply  low-income 
housing.  It  does,  however,  have  certain  characteristics 
in  common  with  such  entities. 

In  a  comprehensive  law  review  article  that  has 
become  a  leading  resource  on  the  topic  of  CCRCs,  Cohen 
concisely  describes  the  modern-form  continuing  care 
community  as  a  "financially  self-sufficient  residential 
community  for  the  elderly  that  offers  medical  and  nurs- 
ing services  in  specialized  facilities  on  the  premises. 
Its  distinguishing  feature--and  the  basis  of  its  exist- 
ence and  operations--is  a  lifetime  contract  between  the 
community  and  each  resident  that  defines  each  party's 
financial  and  service  obligations.  The  resident  pays 
a  lump  sum  '  accommodation  fee  '  prior  to  occupancy  and  a 
monthly  fee  thereafter"   (Cohen,    1980). 

As  described  by  Rose,  the  CCRC  generally  consists 
of  three  basic  components: 

•  An  apartment  complex  specially  designed  for  the 
elderly  to  permit  them  to  live  an  independent 
lifestyle;  the  elderly  have  particular  needs  and 
distinct  characteristics  as  advancing  age  brings 
physical  impairments  and  mental  changes. 

•  Dining  facilities  and  an  activity  center,  includ- 
ing auditorium,  arts-and-crafts  room,  lobby, 
small  sitting  areas ,  library ,  card  room ,  game  room , 
beauty  and  barber  shop,  country  store,  possibly 
banking  facilities,   and  other  amenities. 


•  The  care  center  should  encompass  at  least  three 
levels  of  care:  skilled,  intermediate,  and  assisted 
living  unit;  it  should  also  include  a  medical  clin- 
ic where  various  types  of  doctors  will  be  availa- 
ble to  serve  routine  health  needs   (Rose,    1983). 

Another  way  of  describing  a  CCRC  is  to  look  at  it 
from  a  business  standpoint.  M.  Stroud  Curran,  a  finan- 
cial consultant,  has  described  a  CCRC  as  an  amalgam  of 
four  businesses.  First,  it  is  a  hotel  that  offers 
apartment  rentals,  utilities,  food  and  maid  service. 
Second,  it  is  a  health-care  facility  that  provides  adjoin- 
ing skilled  nursing  center  or  custodial  care.  Third, 
it  is  a  social  club  that  provides  meeting  and  activity 
rooms  for  a  variety  of  functions  frequently  under  the 
total  or  partial  supervision  of  management.  Fourth,  it 
is  an  insurance  underwriter  that  offers  services  for  the 
lifetime  of  its  residents   (Curran,    1983). 

From  a  health-care  standpoint,  the  CCRC  attempts 
to  stress  good  health  both  physical  and  emotional,  for 
its  residents.  Trained  staff  members  assure  the  provi- 
sion of  proper  diet  and  exercise  and  regular  physical 
examinations  aimed  at  early  detection  of  health  prob- 
lems. From  an  actuarial  standpoint,  there  is  no  clear 
evidence  as  to  whether  CCRC  residency  will  add  years  to 
one's  life,  as  is  frequently  claimed.  However,  in  the 
past,  many  communities  have  planned  for  a  mortality  rate 
much  higher  than  actually  experienced.  In  part,  this 
may  be  because  of  the  increased  physical  security  that  a 
CCRC  often  provides,  through  allowing  the  elderly  to 
live  in  a  restricted  facility  or  neighborhood  with  a  pri- 
vate security  force  for  protection,  as  well  as  emergency 
buttons  in  their  apartments  so  that  medical  assistance 
can  be  summoned  immediately  if  necessary.  Or,  it  is 
possible  that  life  care  communities  are  selected  by  a 
healthier  segment  of  the  aged  population.  Also,  greater 
access  to  health  care  and  social  activity  has  been  of- 
fered as  a  possible  explanation  for  the  theory  that 
people  in  a  CCRC  live  happier,   longer  lives. 

Generally  speaking,  a  contract  between  the  CCRC 
and  the  resident  provides  that  upon  the  death  of  the 
resident  the  entrance  fee  will  vest  in  the  community 
regardless  of  the  value  of  services  received  by  the 
resident.  However,  it  should  be  noted  that  an  increas- 
ing number  of  CCRCs  are  utilizing  the  concept  of  an 
entry  fee  that  is  refundable  to  the  resident,  or  to  the 
heirs  of  the  resident,  upon  death  or  in  other  cir- 
cumstances. 

In  addition,  developers  are  now  experimenting  with 
new  types  of  arrangements,  including  condominiums  and 
membership  plans.  Usually,  the  CCRC  will  require  a 
monthly  fee,  which  is  based  on  community  operating 
costs.  The  monthly  fee  does  not  increase  on  the  basis 
of  a  resident's  transfer  from  his  or  her  residential 
unit  (where  the  person  is  largely  self-sufficient)  to 
the  health-care  center  (where  varying  degrees  of  health 
care  are  provided) .  Once  the  resident  begins  to  require 
health-care  services,  some  or  all  of  the  charges  of  those 
health  services  are  billed  to  the  patient.     In  the  past. 
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many  CCRS  guaranteed  free,  total  health  care  for  life  to 
the  residents.  Because  of  inflation  and  high  interest 
rates ,  several  bankruptcies  occurred  when  those  promises 
could  not  be  fulfilled.  It  is  now  a  serious  actuarial 
challenge  to  determine  the  nature  and  amount  of  health 
care  services  that  can  be  provided  to  the  resident  with- 
out causing  the  resident  to  incur  substantial  additional 
charges . 

The  foregoing  general  description  will  provide  the 
framework  for  this  discussion.  It  is  clear  that  develop- 
ing a  CCRC  is  an  undertaking  that  requires  expertise 
both  in  real  estate  development  and  in  the  construction 
and  operation  of  health -care  facilities.  The  rest  of 
this  overview  will  examine  briefly:  some  of  the  addi- 
tional reasons  for  the  popularity  of  the  CCRC  in  terms 
of  what  it  offers  the  beneficiary;  the  history  of  the 
concept  of  continuing  care;  the  relationship  of  life 
care  to  financing  long-term  care  generally;  the  costs  of 
life  care;  the  advantages  and  disadvantages  of  life 
care;  and  the  roles  of  the  federal  and  state  governments 
with  respect  to  encouraging  or  discouraging  the  develop- 
ment of  life  care  communities. 

The  paper  will  also  discuss  the  current  state  of 
development  of  the  industry ;  the  industry '  s  performance 
to  date  and  with  respect  to  projects  that  are  in  pro- 
gress; and  various  potential  constraints  to  the  develop- 
ment of  CCRCs.  These  constraints  include  financial  and 
tax  considerations;  legal  considerations;  regulatory 
issues  which  may  be  viewed  by  some  as  barriers  to  de- 
velopment, but  which  are  frequently  regarded  as  helpful 
tools  that  will  make  the  growth  of  CCRCs  more  rapid 
and  safer;  and  political  considerations.  Finally,  we 
will  examine  implications  for  the  life  care  industry,  and 
attempt  to  discuss  appropriate  responses  of  both  the 
private  and  public  sectors  in  their  future  development. 

What  Does  a  Life  Care  Community  Offer 
to  a  Beneficiary? 

In  recent  testimony  before  the  U.S.  Senate  Special 
Committee  On  Aging,  Robert  M.  Ball  provided  a  number 
of  reasons  why  a  CCRC  appeals  to  elderly  people.  As  a 
former  Commissioner  of  Social  Security ,  and  as  chairman 
of  the  advisory  committee  on  the  continuing  care  retire- 
ment study  recently  completed  by  the  Wharton  School  of 
the  University  of  Pennsylvania,  Ball  was  able  to  provide 
a  particularly  valuable  perspective.  He  noted  that  in 
the  United  States  today  there  are  about  275  CCRCs  ^  in 
which  some  ninety  thousand  people  (with  an  average  age 
of  about  80)  live  independently  in  their  own  apartments, 
but  have  the  opportunity  for  eating  together,  group 
recreation,  and  other  activities  that  come  from  being 
part  of  an  organized  community.  Most  importantly,  he 
stated,  "in  addition  to  having  immediately  available  a 
variety  of  health  and  social  services  which  they  can 
call  on  according  to  their  desires  and  needs,  the  resi- 
dents have  a  virtual  guarantee  that  they  will  be  ade- 
quately taken  care  of  no  matter  what  happens  to  their 
health.  The  fear  of  someday  being  a  burden  on  relatives 
or  friends  or  finding  oneself  helpless  among  uncaring 
strangers  is  effectively  removed   (Ball,    1983)". 

As  Ball  points  out,  it  is  this  health-care  guaran- 
tee which  principally  distinguishes  CCRCs  from  other  re- 


[  Estimates  vary  as  to  the  number  of  CCRCs  in  the  United 
States,   depending  upon  how  CCRC  is  defined. 


tirement  communities .  CCRCs  provide  insurance  against 
the  cost  of  long-term  care ,  and  they  supplement  coverage 
of  acute  health  care  costs  paid  for  largely  by  Medicare 
and  private  insurance.  The  unique  feature  is  that  this 
additional  insurance  (often  unobtainable  elsewhere)  is 
provided  in  combination  with  independent  living  arrange- 
ments which  the  resident  can  enjoy  as  long  as  health 
permits.  Ball  states  that  the  data  are  not  available 
for  a  good  current  estimate  of  the  proportion  of  people 
over  age  75  (the  age  group  most  likely  to  be  interested 
in  CCRCs)  who  could  afford  to  pay  the  cost,  but  the 
number  is  clearly  many  times  greater  that  those  now 
living  in  these  communities. 

The  retirement  history  survey  data  of  the  Social 
Security  Administration  show  that  savings  in  the  form  of 
liquid  assets — bank  accounts,  stocks  and  bonds,  and  the 
like — are  not  sufficient  to  pay  the  entrance  fee  for 
any  but  a  relatively  few  elderly  persons;  however,  sell- 
ing a  home  could  provide  the  answer  for  many.  The  1979 
annual  housing  survey  showed  that  nearly  73  percent  of 
those  over  65  owned  homes  in  that  year.  Over  90  percent 
of  the  total  value  of  the  housing  stock  owned  and 
occupied  by  those  over  65  is  homeowner  equity.  Those 
elderly  who  would  welcome  exchanging  their  home  for  life 
in  a*  CCRC  could  use  income  derived  from  that  equity, 
together  with  Social  Security  benefits,  to  make  monthly 
payments  required  for  a  CCRC. 

In  addition,  as  Ball  points  out,  in  1981  about  W 
percent  of  couples  with  one  person  over  65  received  a 
private  pension  or  a  career  government  pension,  and  most 
received  a  Social  Security  benefit  as  well.  The  cor- 
responding figure  for  single  individuals  was  slightly 
over  one-fourth.  Therefore,  Ball  concludes,  "it  can  be 
said  at  this  point  that  CCRCs,  on  a  self -financed  basis, 
are  a  possible  alternative  for  many  times  the  number  of 
people  who  are  now  residents.  They  are  not  something 
that  only  the  'wealthy'  can  afford,  as  is  sometimes 
alleged,  but  neither — at  least  in  the  form  now  in 
existence — are  they  affordable  for  the  average  person 
75  or  over.  In  their  present  form,  at  least,  they're 
certainly  not  an  answer  for  the  poor,  the  near-poor  or 
even  the  '  low-income  elderly .  '  In  my  opinion ,  this  does 
not  make  them  unimportant  when  viewed  as  a  private  en- 
deavor to  serve  the  needs  of  the  very  large  number  of 
elderly  persons  who  have  somewhat  above-average  in- 
comes and  can  pay  fully  for  such  a  service.  We  have 
programs  now  in  place  that  will  increase  the  number  of 
relatively  well-off  older  persons  in  the  future,  and 
it  is  also  possible  that  some  CCRCs  will  be  developed 
that  can  serve  a  somewhat  lower  income  group,  still  on 
a  self-sustaining  basis  (Ball,  1983)".  In  other  words, 
it  appears  that  at  present  CCRCs  are  attractive  to 
a  certain  category  of  beneficiaries,  namely  those 
who  are  relatively  affluent. 

Many  benefits  provided  by  CCRCs  also  exist  in  tra- 
ditional alternatives  such  as  home  health  care,  nursing 
home  care,  and  other  existing  methods  of  providing 
health  care  and  housing  for  the  elderly.  However,  there 
are  a  number  of  additional  benefits  that  exist  for  resi- 
dents of  a  CCRC.  Frequently,  for  example,  there  are 
advisory  committees  and  councils  in  which  residents  par- 
ticipate to  provide  self-governance  and  active  involve- 
ment in  controlling  their  own  environment.  Residents 
often  serve  in  other  capacities,  and  may  even  serve  on 
the  board  of  directors,  with  input  into  policy  decisions 
about  such  matters  as  admissions,  investments,  and  the 
future  of  the  facility.  Many  of  the  benefits  that 
attract   potential   residents  of   life  care  communities, 
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therefore,  are  intangible  or  not  quantifiable.  Thus, 
despite  some  potential  fears  and  nnisgivings ,  nnany  CCRCs 
appear  to  have  long  waiting  lists.  Thomas  M.  Jenkins, 
a  recent  chairman  and  member  of  the  board  of  Northern 
California  Presbyterian  Homes,  reports  that  waiting 
lists  of  four  to  five  years  are  the  norm  in  the  San 
Franciscan  Presbyterian  Homes  where  he  serves  ( Jenkins , 
1983). 


History  of  the  Concept 

When  we  speak  of  the  "modern-form"  continuing 
care  retirement  community,  it  is  useful  to  recall  some 
history.  As  Jenkins  points  out  in  his  testimony,  in 
earlier  times  the  elderly  resided  in  the  "almshouse"  of 
Dickens ,  the  "county  poor  farm , "  or  the  "old  folks  home" 
(Jenkins,  1983).  These  were  custodial  institutions, 
usually  government  operated,  often  characterized  by 
their  squalor,  their  lack  of  care,  and  their  neglect  of 
the  aged.  Beginning  in  the  late  nineteenth  century  and 
continuing  today,  nonprofit  associations,  primarily 
religious  ones,  became  involved  in  seeking  new  and 
varied  ways  to  meet  the  requirements  of  the  elderly. 
Because  the  elderly  are  a  diverse  group,  economically, 
socially,  and  with  respect  to  health  status,  a  wide 
variety  of  living  arrangements  developed.  These  retire- 
ment facilities  ranged  from  providing  housing  alone  to 
offering  a  full  spectrum  of  care,  from  independent 
living  to  skilled  nursing.  Although  most  of  the  devel- 
opment of  CCRCs  has  taken  place  in  the  nonprofit  sec- 
tor, there  is  increasing  interest  on  the  part  of  private 
developers  today  in  building  CCRCs  with  a  view  to  making 
a  profit ,   as  we  shall  see . 


Relationship  of  Life  Care  Communities  to 
Major   Long-Term  Care  Financing  Issues 

Many  informed  students  of  life  care  communities, 
including  those  who  are  most  enthusiastic  about  the 
future  growth  and  development  of  such  communities,  are 
quick  to  point  out  that  CCRCs  are  only  one  alternative 
for  assuring  adequate  access  to  housing  and  health-care 
services  for  the  elderly.  CCRCs  are  not  available  to 
all  sectors  of  the  population  and  must  be  considered  in 
conjunction  with  other  modes  of  service  delivery-- 
including  more  traditional  delivery  systems  for  housing, 
social  services,  and  health  care,  such  as  home  health 
care  and  congregate  housing.  Moreover,  the  use  of 
public  funds,  through  Medicare  and  Medicaid,  must  be 
viewed  as  a  means  of  providing  certain  types  of  health 
and  social  services  to  the  elderly,  particularly  the 
poor  elderly  in  the  case  of   Medicaid. 

Other  vehicles  for  financing  such  services  have 
been  suggested.  They  include  contributions  by  family 
members,  the  use  of  Individual  Retirement  Accounts 
(iRAs),  reverse  annuity  mortgages,  and  innovative 
health-care  plans  such  as  Social/Health  Maintenance 
Organizations  (S/HMOs).  All  of  these  mechanisms  today 
appear  to  be  relatively  undeveloped,  and  the  knowledge 
base  for  determining  their  feasibility  and  outcome  is 
not  highly  sophisticated.  A  great  deal  of  study,  and 
perhaps  demonstration  projects,  would  contribute  hand- 
somely to  a  better  understanding  of  the  respective  roles 
of  these  various  alternatives. 

At  this  time,  however,  it  is  clear  that  CCRCs  may 
be  increasingly  important  in  the  near  future,  but,  in 
all  likelihood,   for  a  limited  percentage  of  the  elderly 


population,  namely  those  relatively  affluent  persons 
who,  despite  advanced  age,  still  enjoy  a  high  degree  of 
mobility  and  independence  in  their  daily  activities.  It 
is,  as  many  observers  suggest,  entirely  possible  that 
this  group  will  continue  to  grow  as  a  percentage  of  our 
national  population  during  the  years  ahead. 


The  Costs 

The  costs  associated  with  life  care  or  CCRCs  can  be 
viewed  from  the  perspectives  of  both  the  resident  and 
the  developer  or  investor.  With  respect  to  the  former, 
probably  the  most  critical  costs  to  consider  are  the  en- 
trance fees  that  are  charged  to  the  residents.  In  turn, 
the  determination  of  how  entrance  fees  are  charged  will 
frequently  be  tied  to  marketing  considerations.  Because 
of  the  great  variety  of  costs  and  marketing  techniques, 
it  is  often  difficult  for  future  residents  to  compare 
different  communities. 

However,  the  traditional  life  care  community  has 
been  marketed  on  the  basis  that  the  entrance  fee,  after 
a  brief  trial  period,  reverts  to  the  community  at  approx- 
imately 2  percent  per  month,  so  that  a  person  leaving 
the  communiiy  after  fifty  months  would  receive  no  re- 
fund. Refunds  upon  death  generally  are  made  within  the 
first  two  years.  The  monthly  maintenance  fees  usually 
cover  food,  health  care,  utilities,  weekly  cleaning, 
linens  and  towels,  and  the  use  of  all  the  community's 
facilities. 

New  marketing  approaches  have  attempted  to  at- 
tract members  by  lowering  (or  in  some  cases  even  eli- 
minating) entry  fees.  This  step  makes  marketing  easier 
and  may  be  attractive  to  some  developers.  It  often 
means,  however,  that  the  residents  must  maintain  higher 
monthly  costs,  since  the  developers  would  have  less  ini- 
tial capital  and  would  therefore  have  to  finance  larger 
mortgages.  Usually,  if  there  are  no  entrance  fees,  the 
community  provides  little  or  no  health  care  and  is  more 
closely  akin  to  a  congregate  living  arrangement. 

As  mentioned  previously,  some  communities  will 
refund  all  or  substantially  all  of  the  entry  fees  to  the 
residents  or  the  estate  of  the  resident  upon  departure 
of  the  resident  from  the  community,  usually  after  the 
residential  unit  is  resold  to  a  new  occupant.  In  such 
cases,  entrance  fees  are  usually  higher,  but  the  resale 
amount  often  is  substantially  higher  than  the  amount 
refunded,  and  thus  the  community  obtains  additional 
funds  for  community  use .  Also ,  the  higher  entrance  fees 
can  be  used  to  reduce  the  amount  of  financing  needed  to 
build  the  community. 

Entrance  fees  range  widely,  from  $10,000  to 
$100,000  or  more.  Recent  data  reveal  that  the  average 
entry  fee  for  CCRCs  as  of  December  1981  was  $35,000, 
with  an  additional  $2,000  added  for  the  second  of  two 
individuals  sharing  an  apartment.  The  average  entry 
fee  per  square  foot  of  independent  living  unit  is  $60. 
Approximately  80  percent  of  all  communities  have  entry 
fees  falling  in  the  range  of  $13,000  to  $65,000  (Win- 
klevoss,  1983).  Winklevoss  provides  additional  valuable 
information  about  fee  levels  and  services  provided  by 
CCRCs.  In  addition,  he  points  out  that  virtually  all 
CCRCs  today  are  nonprofit  organizations  with  religious 
affiliations.  One-third  of  the  communities  purchase 
management  services  from  an  outside  organization, 
generally  a  for-profit  organization,  while  the  remaining 
two-thirds  are  self-managed. 
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With  respect  to  monthly  fees ,  Winklevoss  maintains 
that  the  average  among  CCRCs  as  of  December  1981  was 
$550,  with  80  percent  of  such  fees  falling  in  the  range 
of  $300  to  $900  per  month.  The  amount  added  to  the 
monthly  fee  for  a  second  person  living  in  an  apartment 
unit  was  found  to  be  $250,  an  increment  much  greater  in 
terms  of  percentage ,  than  the  corresponding  increment  in 
entry  fees. 

Winklevoss  notes  that  the  fee  ranges  charged 
by  CCRCs  appear  to  be  within  the  financial  reach  of  the 
majority  of  individuals  over  age  70.  He  says:  "This  is 
an  important  finding,  since  it  suggests  that  CCRCs  are 
not  exclusively  for  the  wealthy  aged  individuals  in  the 
United  States  (Winklevoss,  1983).  He  states  that  75 
percent  of  CCRCs  provide  financial  aid  to  those 
residents  whose  financial  resources  become  depleted. 
Moreover,  although  most  CCRCs  reserve  the  right  to 
terminate  the  contract  of  individuals  who  lack  the 
financial  resources  to  pay  their  monthly  service  fee, 
the  survey  he  conducted  did  not  find  one  instance  where 
this  had  occurred.  He  states  that  this  reinforces  the 
point  that  CCRCs  are  affordable  by  a  large  number  of 
aged  individuals  in  the  United  States.  According  to 
Winklevoss,  CCRCs  are  evenly  split  on  the  issue  of 
offering  partial  entry  fee  refunds  at  the  death  of  the 
resident . 

Another  interesting  observation  made  by  Winkle- 
voss is  that  "although  a  convincing  actuarial  argument 
can  be  made  that  entry  fees  and  monthly  fees  should  vary 
by  such  factors  as  the  resident's  entry  age,  sex,  and 
health  status,  CCRCs  tend  to  vary  fees  by  the  apartment 
type  selected  by  the  resident  and  whether  a  second  per- 
son is  involved.  This  implies  that  the  management  of 
such  communities  are  not  only  socializing  health  care 
expenses,  but  are  also  socializing  the  costs  associated 
with  other  factors  that  affect  the  the  cost  of  providing 
future  shelter  and  health  care  throughout  the  lifetimes 
of  residents   (Winklevoss,    1983)." 

One  must  also  look  at  issues  of  cost  from  the 
standpoint  of  the  developer,  manager,  and  investor.  In 
that  regard,  an  increasingly  large  number  of  developers 
are  health  care  providers,  such  as  hospitals  and  nursing 
homes.  Nursing  homes,  for  example,  might  look  upon  a 
CCRC  as  a  mechanism  for  providing  a  future  safe-pay 
market  for  the  use  of  the  beds.  It  has  been  stated  that 
a  mature  CCRC  will  use  one  nursing  home  bed  for  each  five 
or  six  apartments.  This  will  consist  of  temporary  stays 
and  permanent  transfers  to  the  nursing  facilities.  Some 
persons  will  move  from  one  level  to  the  next  as  their 
condition  deteriorates   (Rose,    1983). 

An  excellent  discussion  of  the  costs  involved  for 
potential  developers  of  CCRCs  is  provided  by  Rose.  He 
maintains  that  management  fees  and  operational  cash 
flow  can  enhance  the  bottom  line  significantly  for 
providers.  Annual  management  charges  of  $^^00  to  $700 
per  apartment  are  usual  for  the  industry.  Additionally, 
he  points  out,  if  ownership  is  proprietary,  an  annual 
cash  flow  of  $1 ,200  or  more  per  apartment  would  not  be 
excessive ,  provided  management  is  operating  the  facility 
efficiently  and  the  residents'  special  needs  are  treated 
with  sensitivity   (Rose,    1983). 

Fees  for  developing  and  marketing  a  CCRC  have 
been  substantial,  with  $1  million  per  project  not  un- 
usual. The  actual  investment  required  for  a  CCRC  will 
depend  on  the  way  the  CCRC  is  structured .  For  example , 
a    rental    project    with    no    resident    entry    fees    would 


probably  require  the  greatest  investment.  Twenty  mil- 
lion dollars  or  more  would  not  be  unusual  as  the  cost  of 
a  project.  If  the  entity  is  to  be  a  proprietary  venture, 
there  are  a  number  of  tax  considerations  that  must  be 
taken  into  account.  Individual  investors  might  invest 
in  such  a  venture  as  limited  partners,  to  take  advantage 
of  depreciation  write-offs,  but  unless  careful  planning 
is  used,  proprietary  ventures  face  tax  problems  concern- 
ing the  treatment  of  entry  fees  as  income  in  the  year 
received.  It  is  therefore  not  unreasonable  to  consider 
having  a  nonprofit  organization  operate  the  CCRC  and 
receive  the  entry  fees;  in  such  case,  a  group  of  invest- 
ors would  own  the  real  estate  and  lease  it  to  the  non- 
profit organization .  Innovative  tax  planners  and 
strategists  have  developed  ways  to  make  proprietary 
ventures  feasible  from  a  tax  standpoint  (Rose,   1983). 


Advantages  and  Disadvantages 

We  have  already  examined  many  of  the  reasons  why 
life  care  communities  have  been  successful,  which  is  an 
indirect  way  of  describing  their  perceived  advantages. 
To  reiterate,  these  include:  physical  security,  social 
activity,  access  to  health  care,  and  (some  believe)  longer 
life  expectancy.  It  is  sobering,  but  very  important,  to 
look  also  at  the  disadvantages  of  life  care  communities, 
and  in  turn  to  analyze  why  some  life  care  communities 
fail.  In  fact,  the  life  care  industry  has  been  scarred 
with  many  business  failures,  the  most  well-known  being 
that  of  Pacific  Homes ,  which  went  bankrupt  in  1977 .  The 
highly  publicized  debacle,  as  described  on  the  CBS  tele- 
vision program,  "60  Minutes,"  occurred  in  1977  and 
involved  a  CCRC  with  religious  sponsorship  that  operated 
communities  in  the  western  part  of  the  United  States. 

Although ,  as  in  any  business,  failure  can  stem  from 
a  number  of  causes,  there  appear  to  be  certain  factors 
that  are  endemic  to  the  life  care  industry.  The  first 
such  factor  might  be  regarded  as  a  lack  of  sufficient 
capital  resources .  Frequently ,  the  owners  and  operators 
of  the  facilities  do  not  have  adequate  cash  flow,  a 
problem  which  often  stems  from  an  erroneous  assumption 
that  monthly  fees  can,  in  and  of  themselves,  pay  for  all 
needed  ongoing  operating  costs  (the  entrance  fees, 
whether  from  the  first  generation  of  residents  or  future 
generations,  are  frequently  used  to  pay  off  the  long-  ^ 
term  debt,  generally  in  the  form  of  a  conventional 
mortgage  loan  or  tax-exempt  bond). 

Problems  have  occurred  in  the  past  for  a  variety  of  '. 
additional  reasons.  Not  the  least  of  these  reasons  is 
the  delay  in  revenues  expected  from  second-generation  ^ 
residents  because  first  generations  live  longer  than 
predicted  by  actuarial  life  expectancy  tables.  If  a 
unit  is  occupied  by  a  couple,  the  longer  life  expect- 
ancy of  a  surviving  spouse  might  also  act  to  delay  the 
entry  (and  increased  revenues)  of  a  second-generation 
resident. 

In  some  cases,  residents  may  simply  be  unable  to  , 
pay,  especially  if  nursing  or  health-care  costs  become 

significant.     It  is  not  uncommon  for  costs  incurred  in  ^ 

the  nursing  facility  to  be  extremely  high.    As  a  CCRC  ^ 

becomes  more  mature,  an  increasing  number  of  residents  ^ 

will  become  permanent  residents  in  the  nursing  facility.  . 

If  the  monthly  fee  is  not  increased  when  a  person  enters  m 

the  nursing  home,  the  average  monthly  fee  for  all  re-  | 

sidents  generally  will  rise,  and  some  of  those  residents  . 

will    find    that    they    are    unable    to    afford    the    cost  ; 
increases.    Even  temporary  stays  in  the  nursing  facility 
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will  average  two  to  four  weeks  for  each  person  living  in 
the  community,  and  can  cost  from  $40  per  resident  to  as 
much  as  $80  in  a  mature  community.  Medical  expenses 
and  prescription  drugs  not  covered  by  Medicare  can  add 
up  to  another  $35  per  resident  per   month. 

These  financial  costs  can  be  aggravated  if  the 
financial  plan  for  the  facility  establishes  reserves 
against  future  costs,  and  interest  rates  decline  so 
that  the  reserves  earn  less  than  anticipated.  Futher- 
more,  inflation  can  hit  a  CCRC  in  two  ways.  If  it  is 
less  than  expected,  the  fees  paid  by  second  and  sub- 
sequent generation  occupants  may  fall  short  of  the 
amounts  that  were  predicted  to  have  been  raised.  If 
inflation  is  greater  than  expected,  residents  may  have 
increased  difficulty  paying  the  inflated  monthly  service 
fees.  If  management  is  unsophisticated,  the  answers  to 
these  complex  problems  are  even  more  difficult  to  find 
(Hartzler,    1981). 

In  testimony  before  the  Senate  Special  Committee 
on  Aging,  Federal  Trade  Commissioner  Patricia  P.  Bailey 
examined  a  number  of  potential  financial  and  other  risks 
associated  with  life  care  communities.  In  particular, 
she  pointed  to  the  possibility  that  the  reserved 
"surplus"  that  builds  up  when  resources  and  incomes  of 
residents  are  pooled  may  be  inadequate  to  cover  the 
future  needs  of  the  home's  population,  or  that  there  may 
in  fact  be  a  substantial  deficit  that  cannot  be  made  up 
in  increases  in  monthly  fees.  She  points  to  the  danger 
that  if  the  resident  mortality  rate  is  not  "high  enough" 
to  provide  adequate  income  through  turnover ,  endowment 
fees  may  have  to  be  increased  and  sometimes  physical 
expansion  of  the  home  is  undertaken  to  generate  addi- 
tional short-term  improvement  of  cash  flow.  She  states 
that  this  approach  has  been  characterized  as  a  present 
day  "Ponzi"  scheme,  because  it  requires  the  production 
of  ever  increasing  amounts  of  cash  from  a  limited  popu- 
lation group  to  whom  contracts  can  be  sold,  while 
simultaneously  incurring  unfunded  future  liabilities  (to 
provide  lifetime  care,  often  at  a  geometric  rate  of 
progression)    (Bailey,    1983). 

Bailey  points  to  the  importance  of  adequate  fin- 
ancial disclosure  and  regulation  of  the  representations 
that  are  made  to  potential  residents  by  life  care  com- 
munities. She  also  points  out  that  reserve  funds  fre- 
quently are  for  the  benefit  of  the  mortgage  lender,  and 
that  residents  may  be  confused  about  their  rights  with 
respect  to  such  funds.  She  points  out  additional  prob- 
lems that  call  for  regulation,  such  as  the  need  to  pro- 
tect residents  against  the  misuse  of  prepaid  entrance 
fees,  the  use  of  reserves  for  unrelated  projects,  and 
similar  practices  which  could  be  detrimental  to  resi- 
dents. To  the  extent  that  such  practices  occur,  and  are 
not  regulated  properly,  it  would  seem  appropriate  to 
characterize  them  as  disadvantages  of  the  life  care 
community  concept. 


Roles  of  Federal  and  State  Governments 

As  will  become  evident  from  the  discussion  below 
dealing  with  regulation  and  legal  issues,  there  are  a 
number  of  potential  areas  for  government  regulation.  In 
fact,  at  present  about  two-thirds  of  the  states,  as  well 
as  the  District  of  Columbia  and  the  federal  government, 
have  developed  virtually  no  efforts  to  regulate  CCRCs  or 
the  life  care  industry  in  general.  Nine  states  can  be 
said  to  have  developed  fairly  detailed  regulatory 
schemes,  and  three  states  have  developed  what  might  be 


referred  to  as  limited  regulatory  schemes  (that  is, 
selected  regulation  of  one  or  two  problems  of  the 
continuing  care  industry  that  are  most  susceptible  to 
legal  regulation).  In  states  that  have  developed 
comprehensive  regulation,  the  issues  most  commonly 
dealt  with,  and  which  will  be  discussed  below  in  some 
detail,   include: 

•  Definition  of  communities  to  be  regulated. 

•  Government    certification    and    private    accred- 
itation . 

•  Regulation  of  financial  status. 

•  Protection  of  the  rights  of  residents. 

•  Legal  structure  of  the  community. 

Witnesses  who  testified  on  continuing  care  retire- 
ment communities  before  the  Senate  Special  Committee 
on  Aging  in  May  1983  generally  testified  in  favor  of 
keeping  necessary  regulation  at  the  state  level.  Many 
reasons  were  given,  including  the  suggestion  that  federal 
regulation  might  prove  to  be  burdensome  and  perhaps 
punitive  in  nature.  Thus,  for  example,  a  cautious 
approach  was  suggested  by  Thomas  M .  Jenkins.  Escrow 
and  bonding  mechanisms  were  mentioned  as  potential 
alternatives  to  governmental  regulations,  to  the  extent 
that  they  involve  the  private  sector.  Similarly,  at- 
torney David  Cohen  testified  against  comprehensive 
regulatory  legislation  by  Congress.  However,  he  did 
state  that  he  envisions  legislation  that  would  involve 
comprehensive  certification  and  monitoring,  which  would 
at  least  require  state/local  administration  (Cohen, 
1983). 

The  merits  of  decentralization,  in  view  of  the 
newness  of  the  industry,  were  mentioned  as  another 
reason  for  avoiding  federal  regulation.  However,  as 
Cohen  has  pointed  out,  the  federal  government  still 
could  play  a  role.  For  example.  Congress  could  enact 
minimum  standards  legislation.  Alternatively,  it  could 
enact  more  comprehensive  legislation  but  allow  states  to 
be  exempt  from  the  federal  program  if  they  enact 
sufficiently  comprehensive  legislative  packages  of  their 
own.  Finally,  Congress  could  pass  so-called  encouraging 
legislation,  under  which  states  would  lose  some  portion 
of  federal  funding  unless  they  enacted  satisfactory 
continuing  care  legislation   (Cohen,    1983). 


Current  State  of  Development  of  the 
Life  Care  Industry 

In  its  third  annual  comprehensive  survey  of  the 
lifecare/continuing  care  industry  in  the  United  States, 
the  national  public  accounting  firm  of  Laventhol  and 
Horwath,  presents  a  wealth  of  statistical  information. 
Some  of  that  data  will  be  provided  here,  in  order  to 
give  some  quantification  to  topics  that  are  of  parti- 
cular importance  (Laventhol  and  Horwath,  1983) .  When 
evaluating  these  statistics,  the  reader  should  under- 
stand that  the  author  has  not  validated  the  Laventhol 
and  Horwath  data  set  for  accuracy,  comprehensiveness, 
or  biased  response.  However,  the  author  believes  it  is 
a  useful  source  of  overview  information  and,  in  conjunc- 
tion with  additional  references,  is  helpful  in  assessing 
the  status  of  the  CCRC  industry.  It  is  important  to 
note  that  there  are  so  many  types  of  facilities  and 
degrees  of  service  that  it  is  frequently  difficult  to 
label  a  particular  retirement  community  as  strictly  a 
life  care  community.    However,  by  the  criteria  used  in 
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the  survey,  it  was  determined  that  there  are  approxi- 
mately 300  to  600  facilities  in  operation  in  the  United 
States,   and  the  following  facts  emerge. 


Profile  of  Participants 

Most  of  the  CCRCs  that  were  oriented  principally 
toward  life  care  (as  opposed  to  nursing  care)  were 
located  in  the  southeastern  or  western  United  States, 
typically  had  more  than  200  apartments  each,  and  were 
likely  to  retain  an  overall  management  company. 
Facilities  that  were  deemed  to  be  "principally  life 
care"  had  three  times  as  many  residents  per  acre  than 
did  facilities  oriented  toward  nursing  care,  and  they 
also  reported  much  larger  apartment  complexes  ( 191 ,205 
square  feet  per  complex  as  compared  with  73,^97  square 
feet).  However,  the  total  area  of  the  nursing  center 
and  the  activities  center  was  greater  for  the  facilities 
oriented  toward  nursing  care. 

As  might  be  expected,  the  median  number  of 
beds  at  communities  oriented  toward  nursing  care  was 
higher,  at  108,  compared  with  59  for  the  principally 
life  care  facilities.  This  orientation  is  also  illus- 
trated by  the  much  lower  numbers  of  apartments  per 
bed  and  apartment  residents  per  bed  that  the  former 
facilities  reported,  with  new  facilities  building 
fewer  beds  per  community. 

Facilities  oriented  principally  toward  life  care 
reported  higher  apartment  entrance  fees  than  did  faci- 
lities oriented  toward  nursing  care.  In  that  regard, 
it  must  be  remembered  that  the  life  care  facilities 
nevertheless  had  medical  and  skilled  nursing  care  avail- 
able on  the  premises,  as  well  as  independent  living 
units.  Entrance  fees  for  apartments  built  in  1977  or 
later  and  at  facilities  with  200  apartments  or  more  were 
substantially  higher  than  those  for  older  and  smaller 
facilities.  There  was  surprisingly  little  variation  in 
entrance  fees  by  facility  location  (urban  or  nonurban). 
For  those  facilities  oriented  toward  life  care,  the 
median  entrance  fee  was  $25,813  for  a  studio,  S't'^,  ^75 
for  a  one-bedroom  unit,  and  $62,609  for  a  two-bedroom 
unit;   a  three-bedroom  unit  cost  $70,000. 


Financial  Assistance  For  Residents 

The  respondents  in  the  survey  were  asked  to  de- 
termine how  many  of  their  residents  currently  received 
financial  assistance  from  the  facility  and  to  estimate 
what  percentage  would  eventually  require  it.  The 
principally  life  care  facilities  reported  that  they 
currently  provided  1  percent  of  their  residents  with 
assistance,  as  compared  with  13  percent  reported  by 
facilities  oriented  toward  nursing  care.  Each  group 
projected  that  the  number  of  residents  who  eventually 
would  require  financial  help  from  the  facility  would 
increase  in  future  years.  Although  facilities  with 
apartments  and  nursing  centers  that  opened  in  1977  or 
later  reported  that  none  of  their  residents  currently 
required  financial  assistance,  they  anticipated  having 
eventually  to  provide  financial  assistance  to  about  2 
percent  of  their  residents.  It  is  interesting  to  note 
that  approximately  one-half  of  the  residents  appeared  to 
have  children  living  within  a  thirty-minute  drive  of  the 
facility. 


Percentage  of  Males  and  Females 

Actuarial  statistics  indicate  that  women  live 
substantially  longer  than  men.  This  is  evident  at  the 
communities  that  participated  in  the  Laventhol  and 
Horwath  study,  with  most  of  the  facilities  reporting 
that  approximately  81  percent  of  their  residents  were 
females  in  all  three  years  surveyed.  Female  longevity 
also  appears  when  one  considers  the  apartment  turnover 
rates.  Specifically  the  number  of  deaths  per  100  men 
was  about  twice  that  of  women  for  both  principally  life 
care  facilities  and  facilities  oriented  toward  nursing 
care.  Facilities  oriented  toward  nursing  care  reported 
higher  turnover  rates  for  both  men  and  women,  a  trend 
attributable  to  the  older  average  age  of  their  residents. 
As  expected,  the  newer  facilities  showed  a  significantly 
lower  turnover  rate  than  older  communities  for  all  three 
years,   particularly  in   1980  and   1981. 


Payroll,    Employee,   and  Various  Expense  Ratios 

Other  information  presented  in  the  survey  indicated 
that  the  median  dietary  payroll  per  meal  was  $1.30  at 
principally  life  care  facilities  compared  with  $0.98  at 
communities  oriented  toward  nursing  care.  This  was  not 
surprising,  because  the  principally  life  care  facilities 
reported  more  employees  in  the  dietary  department .  The 
median  dietary  payroll  per  meal  was  much  higher  at 
facilities  in  the  west  and  northeast  than  in  the  other 
three  regions  in  the  survey.  The  newer  and  larger 
facilities  showed  higher  dietary  payroll  costs  than  the 
older  and  smaller  operations. 

Facilities  oriented  toward  nursing  care  reported  a 
median  payroll  per  square  foot  more  than  double  that  of 
principally  life  care  facilities.  The  smaller  and  older 
facilities  reported  higher  median  housekeeping  payroll 
costs  per  square  foot  than  did  the  larger  and  newer 
facilities.  Communities  built  prior  to  1972  reported 
$0.77  per  square  foot,  75  percent  higher  than  the  figure 
for  facilities  built  after  1976.  Maintenance  payroll  i 
per  square  foot  was  consistently  less  than  that  of 
housekeeping  per  square  foot. 

The  total  number  of  residents  and  patients  per  ' 
employee  was  considerably  higher  in  the  principally  life 
care  facilities,  reflecting  the  higher  number  of  nursing  • 
staff  at  facilities  oriented  toward  nursing  care.  The  ■ 
difference  was  so  dramatic  that  even  the  lower  quartile  '•" 
of  the  principally  life  care  group  was  higher  than  the  g 
upper  quartile  for  the  nursing  care  communities. 

The  survey  also  provides  information  with  respect 
to  raw  food  costs  per  meal,  costs  of  utilities,  and 
median  annual  medical  costs,  net  of  reimbursement,  paid 
by  facilities  in  1982  for  people  residing  in  apartments. 
With  respect  to  the  annual  medical  cost  per  apartment 
resident,  the  median  for  facilities  oriented  principally 
toward  life  care  was  $379,  as  compared  to  $280  for  faci- 
lities oriented  toward  nursing  care.  The  survey  tables 
show  amazingly  wide  variations  in  the  median  annual 
medical  costs  oer  region.  For  example,  the  median 
annual  medical  costs  per  apartment  resident  were  $332  in 
the  Northeast;  $198  in  the  Southeast;  $868  in  the  North 
Central  region;  $276  in  the  South  Central  region;  and 
$755  in  the  West.  I 
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For  facilities  oriented  principally  toward  life 
care,  approximately  $131  per  apartment  resident  was 
spent  for  prescription  drugs;  $21  for  medical  supplies; 
$233  for  medical  expenditures  not  paid  by  Medicare;  $76 
for  Medicare  deductibles;  and  $161  for  "other"  medical 
expenses,  for  a  total  median  figure  of  approximately 
$380.  This  corresponding  figure  for  facilities  oriented 
toward  nursing  care  was  $280. 

Other  expenses  incurred  by  facilities  included  the 
annual  loss  of  revenue  attributable  to  apartment  resi- 
dents becoming  temporary  or  permanent  residents  in  the 
nursing  center.  This  cost  was  calculated  as  the  dif- 
ference between  nursing  center  standard  charges  for 
private-pay  patients  and  the  amount  collected  from 
apartment  or  former  apartment  residents.  The  median 
loss  of  revenues  for  facilities  oriented  principally 
toward  life  care  in  1982  was  $722;  for  facilities 
oriented  toward  nursing  care,   the  figure  was  $1,147. 

Additional  data  set  forth  in  the  Laventhol  and 
Horwath  report  relate  to  the  amount  of  reserve  funds 
held  by  facilities.  For  facilities  oriented  principally 
toward  life  care,  the  median  total  amount  of  all  re- 
serves was  $1,176,8^*5;  for  facilities  oriented  toward 
nursing  care,  that  figure  was  $631,000.  As  the  survey 
points  out,  however,  when  the  reserves  are  analyzed  as 
amounts  per  resident,  the  similarity  between  the  two 
types  of  facilities  in  this  area  is  striking,  largely 
attributable  to  the  greater  number  of  apartment  resi- 
dents in  the  principally  life  care  facilities.  Total 
reserves  per  resident  were  $5,55^  for  facilities 
oriented  principally  toward  life  care,  as  compared  to 
$5,^1   for  those  oriented  toward  nursing  care. 

Finally,  in  considering  future  trends  it  should  be 
noted  that  most  of  the  facilities  analyzed  to  date  have 
been  nonprofit  CCRCs.  There  is,  however,  a  growing 
trend  toward  for-profit  CCRCs,  which  could  affect  the 
data  in  the  future. 


Effectiveness  of  Life  Care  Communities 

As  Bailey  pointed  out  in  her  testimony  before  the 
U.S.  Senate  Special  Committee  on  Aging,  reliable  data 
relating  to  the  present  dimensions  of  the  life  care 
industry  are  scarce  (Bailey,  1983).  Most  life  care 
communities  have  been  developed  during  the  past  five  to 
ten  years,  with  a  significant  increase  in  the  last  two 
or  three  years.  According  to  Bailey,  the  Federal  Trade 
Commission's  best  estimate  is  that  there  are  at  least 
300  life  care  homes  in  existence,  housing  upwards  of  one 
hundred  thousand  residents.  Total  annual  life  care 
revenue  appears  to  be  on  the  order  of  $1   billion. 

Many  CCRCs  have  been  successful,  and  many  such 
communities  have  failed,  either  for  financial  reasons  or 
because  they  did  not  fulfill  their  initial  objectives. 
In  those  life  care  communities  that  are  widely  regarded 
as  successful  by  experts  in  the  field  of  gerontology  and 
social  services,  residents  lead  happy,  productive,  secure 
lives.  Keys  to  success  generally  involve  careful  plan- 
ning ,  including  an  accurate  market  assessment  and  demo- 
graphic analysis,  consisting  of  population  projections 
and  patient  origin  and  migration  patterns .  The  developer , 
whether  not-for-profit  or  for-profit,  must  consider  the 
nature  of  the  service  area,  including  available  institu- 
tional alternatives  (such  as  hospitals,  skilled  nursing 
facilities,  intermediate  care  facilities,  and  congregate 
living  institutions). 


Noninstitutional  alternatives  must  also  be  care- 
fully studied  (for  example,  visiting  nurse  associations, 
meals  on  wheels,  and  home  health  aides) .  The  American 
Association  of  Homes  for  the  Aging,  a  Washington -based 
trade  association  that  represents  nursing  homes  and  many 
nonprofit  CCRCs,  can  provide  valuable  information  on  a 
number  of  successful  CCRCs.  In  addition,  a  number  of 
large  investment  banking  firms  throughout  the  country 
have  served  as  underwriters  for  financing  arrangements 
for  CCRCs,  and  their  resources  are  frequently  a  source 
of  information  concerning  potential  risks  and  criteria 
for  success  of  CCRCs.  (It  is  often  highly  instructive  to 
examine  in  detail  the  official  statement  with  respect  to 
an  offering  of  tax-exempt  bonds  in  connection  with  this 
type  of  financing.  Some  of  the  more  well  known  invest- 
ment banking  firms  that  are  involved  with  CCRCs  include 
Ziegler  Securities,  Inc.;  Merrill  Lynch  White  Weld 
Capital  Markets  Group;  Henderson,  Few  and  Company; 
and  Warburg  Paribpas  Becker.  These  official  statements 
also  generally  contain  reports  of  feasibility  consult- 
ants, frequently  large  public  accounting  firms,  that 
spell  out  in  detail  the  financial  and  other  conside- 
rations that  are  important  in  determining  the  potential 
success  of  such  a  venture . ) 

It  is  also  useful  to  consider  the  various  problems 
and  complaints  about  life  care  communities  in  reviewing 
their  efficiency.  Again,  the  testimony  provided  to 
the  U.S.  Senate  Special  Committee  on  Aging  by  Commis- 
sioner Patricia  Bailey  is  instructive.  Her  testimony 
points  out  a  number  of  issues  that  will  be  discussed 
further  in  the  section  of  this  paper  dealing  with 
regulatory  and  legal  constraints  on  the  development  of 
life  care  communities.  As  Bailey  points  out,  although 
most  life  care  communities  are  not-for-profit,  a  large 
number  are  managed  by  for-profit  management  com- 
panies .  The  major  problems ,  from  a  consumer  protection 
standpoint,  pertain  to  the  risk  of  the  community's 
financial  collapse.  It  is  important  to  remember  that 
despite  the  lifetime  nature  of  the  resident's  contract, 
the  resident  in  most  cases  obtains  no  equity  interest 
on  the  dwelling  unit  that  he  or  she  occupies,  though 
some  CCRCs  are  now  using  a  condominium  concept  or 
similar  vehicles  for  providing  such  an  equity  interest. 
Today,  most  residents  receive  only  an  "occupancy 
license"  that  entitles  them  to  live  in  the  unit  as  long 
as  they  continue  to  pay  the  monthly  service  charge, 
unless  they  have  been  confined  to  the  home's  nursing 
care  facility  for  an  indefinite  period. 

In  investigating  for-profit  management  companies , 
the  Federal  Trade  Commission  (FTC)  considered  many 
complaints  received  regarding  CCRCs.  The  disclosures 
and  safeguards  needed  to  protect  residents  from  the 
consequences  of  unforeseen  financial  failure  are  extre- 
mely important.  This  is  because  the  key  selling  point 
for  the  concept  of  life  care,  according  to  Bailey,  is 
that  the  pooling  of  the  resources  and  incomes  of  resi- 
dents in  theory  provides  each  resident  with  individual 
security  and  enables  the  home  to  fulfill  its  promise  to 
provide  lifetime  care.  Also,  most  life  care  homes  are 
entirely  dependent  for  financial  well-being  on  revenues 
derived  directly  or  indirectly  from  their  residents 
(endowment  fees,  monthly  service  fees,  and  Medicare 
payments  for  residents  occupying  nursing  beds) .  Accord- 
ing to  Bailey,  it  is  often  suggested  that  life  care 
homes  are  partially  supported  by  contributions  from 
a  religious  body  or  other  charitable  organization, 
but  in  fact  such  support  appears  to  be  uncommon 
(Bailey,    1983). 
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In  theory,  the  pooling  arrangement  can  work: 
Residents  selecting  similar  units  will  pay  the  same 
endowment  fee,  but  not  all  residents  will  require  the 
same  services,  because  some  will  live  longer  than  others. 
If  the  "surplus"  paid  by  some  residents  is  reserved  (and 
is  adequate)  to  cover  the  extra  degree  of  services 
required  by  others,  the  pooling  will  effectively  pre- 
serve the  institution's  financial  integrity,  which 
stands  behind  the  promise  to  provide  lifetime  care. 

As  Bailey  points  out,  however,  the  premise  of  the 
pooling  arrangement  will  prove  false  if  the  reserved 
"surplus"  is  inadequate  to  cover  the  future  needs  of  the 
home's  population,  or  if  there  is  in  fact  a  substantial 
deficit  which  cannot  be  made  up  through  increases  in  the 
monthly  fees.  This  is  an  important  consideration,  be- 
cause the  population  of  these  homes  consists,  as  might 
be  expected,  of  persons  with  relatively  fixed  incomes. 

There  have  been  a  number  of  CCRC  bankruptcies, 
and  other  such  institutions  have  experienced  serious 
operating  difficulties  because  of  inadequate  financial 
planning.  Bailey  points  out  that  one  major  reason  for 
these  problems  is  an  inability  to  plan  well  and  establish 
adequate  reserves  to  cover  the  increased  cost  of  opera- 
tions when  the  initially  healthy  population  begins  to 
require  nursing  care  at  an  increasing  rate,  after  several 
years  of  operation.  Some  homes  have  attempted  to  use 
entrance  endowments  generated  through  resident  turn- 
over to  cover  current  operating  expenses.  These  insti- 
tutions have  often  experienced  difficulties  when 
mortality  rates  have  proven  lower  than  expected  and 
turnover  has  not  been  sufficient  to  provide  needed 
short-term  improvement  of  cash  flow. 

Sometimes,  as  Bailey  points  out,  prospective  resi- 
dents are  told  that  the  mortgage  lender  for  the  facility 
guarantees  the  life  care  contract,  but  such  represen- 
tations are  untrue.  In  one  case,  the  FTC  entered  an 
order  prohibiting  a  representation  that  any  mortgage 
lender  insures  the  economic  security  of  the  life  care 
home  covered  by  the  mortgage .  The  FTC  order  requires  an 
affirmative  statement  explaining  that  a  resident's 
interest  provided  by  the  life  care  contract  is  subject 
and  subordinate  to  any  mortgage  on  the  life  care  home 
(or  the  interest  of  other  creditors  occupying  a  pre- 
ferred status,   if  such  is  the  case). 

The  FTC  also  expressed  concern  about  other  po- 
tential frauds  on  consumers.  For  example,  it  was  noted 
that  reserve  funds  were  often  established,  but  for  the 
purpose  of  protecting  the  mortgage  lender's  interest. 
The  mortgage  lender  had  the  unilateral  right  to  waive 
reserve  fund  requirements,  and  on  occasion  did  so. 
Residents  were  not  aware  of  the  purposes  and  limitations 
of  those  reserve  funds,  and  generally  believed  that  they 
would  somehow  guarantee  nursing  and  other  health  care. 
In  addition,  the  FTC  expressed  concern  about  false 
representations  that  life  care  homes  were  affiliated 
with  a  religious  organization  and  that  some  religious 
denomination  stood  behind  the  homes  or  had  a  legal  or 
moral  responsibility  for  their  debts  and  obligations. 
In  some  cases,  such  representations  served  to  relieve 
the  doubts  of  a  resident  who  was  considering  the 
purchase  of  a  life  care  contract. 

The  FTC  also  found  a  problem  with  respect  to 
deposits  (or  prepaid  entrance  fees)  that  were  not  put  in 
escrow  or  set  aside  in  trust  as  a  protection  for  the 
residents  against  future  inflationary  forces.  Instead, 
the  money  was  spent  immediately  by  the  developer  for 


expansion ,  construction ,  and  current  operating  expenses . 
Thus,  there  was  no  money  available  in  certain  instances 
to  pay  back  supposedly  refundable  deposits  to  the  re- 
sidents. A  related  problem  involved  using  revenues 
derived  from  residents '  fees  for  transactions  that  were 
not  directly  related  to  the  life  care  home  from  whose 
residents  the  money  was  derived.  Prospective  residents 
were  thereby  deceived  in  their  reasonable  assumption 
that  their  payments  would  be  used  for  them  and  for  their 
home   (Bailey,    1983). 

In  conclusion,  it  must  be  recognized  that  many  life 
care  communities  have  succeeded  in  providing  the  elderly 
with  lifetime  security,  independence,  dignity,  and 
privacy,  as  they  have  promised  to  do.  Just  the  same, 
evidence  suggests  that  there  is  a  need  for  protection  of 
residents  in  the  form  of  financial  disclosure,  regu- 
lation, and  other  measures.  Prospective  residents  must 
be  cautious,  but  not  frightened,  in  selecting  a  life 
care  community.  Investors  must  also  exercise  some 
caution,  particularly  as  more  and  more  real  estate 
developers  and  others  with  entrepreneurial  instincts 
begin  to  enter  the  field.  As  is  true  with  any  new  and 
potentially  valuable  service,  it  must  be  expected  that 
there  will  be  some  operators  who  are  less  reputable  than 
others.  This  fact  should  not,  however,  detract  from  the 
basic  concept  of  life  care  communities  as  an  effective, 
highly  desirable  alternative  for  a  growing  number  of  our 
nation's  elderly. 


There  has  been  considerable  progress  to  date  in  the 
development  of  new  and  varied  forms  of  the  CCRCs .  One 
of  the  most  comprehensive  recent  accounts  of  that 
progress  is  a  book  coauthored  by  Howard  E.  Winklevoss 
and  Alwyn  V.  Powell,  in  collaboration  with  David  L.j 
Cohen  and  Ann  Trueblood-Raper,  entitled  Continuing! 
Care  Retirement  Communities;  An  Empirical,  Finan-i 
cial.  And  Legal  Analysis.  The  book,  available  fromj 
Richard  D.  Erwin,  Inc.,  of  Homewood,  Illinois, 
discusses  such  issues  as  the  structural  and  management 
characteristics  of  CCRCs,  actuarial  considerations 
for  the  correct  pricing  of  continuing  care  contracts, 
the  status  of  state  legislation  affecting  CCRCs,  and 
recommendations  for  model  legislation  at  the  state; 
level. 

Potential  Constraints  to  Development  of 
Life  Care  Communities 


Financial  Feasibility 


The  continued  growth  and  success  of  the  lifeai 
care  industry  will  depend  to  a  large  extent  on  public 
confidence  in  the  concept.  This  confidence,  in  turn, 
will  only  develop  if  an  increasing  number  of  projects^ 
are  financially  successful,  and  if  any  major  scandali 
involving  fraud,  bankruptcy,  and  mismanagement  canj. 
be  avoided.  Therefore,  financial  feasibility  isf 
critical  in  evaluating  the  future  success  of  any) 
project,  and  it  needs  to  be  carefully  considered  byi 
policymakers  concerned  with  developing  CCRCs  as  art 
alternative  for  the  elderly. 

A  number  of  large  accounting  firms,  consulting 
firms,  and  other  organizations  can  help  developers 
(both  for-profit  and  not-for-profit)  determine  whether  a i 
particular  project  will  be  financially  feasible.  Typi- 
cally, a  preliminary  assessment  is  made  of  the  demand' 
for  the  facility.    Questions  are  answered  regarding  the 
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number  of  elderly  who  live  in  the  anticipated  service 
area,  and  the  population  migration  pattern;  alternatives 
to  private  residences  in  the  service  area;  community- 
Dased  support  services;  and  such  amenities  as  cultural 
activities,  shopping  centers,  hospitals,  and  medical 
offices,  which  may  attract  the  elderly  to  the  planned 
GCRC. 

Questionnaires  are  often  used  to  determine  the 
vvillingness  of  the  elderly  to  relocate  to  the  CCRC,  the 
<inds  of  services  and  programs  they  desire,  and  their 
income  levels.  On  the  basis  of  such  information,  deci- 
sions can  be  made  regarding  the  services  and  programs  to 
De  offered,  the  number,  size  and  types  of  units  to  be 
lonstructed,  and  the  level  of  medical  services  to  be 
Drovided. 

One  of  the  most  important  factors  in  the  devel- 
spment  of  a  CCRC  concerns  (so-called)  presale  of  the 
jnits.  Usually,  financing  cannot  be  obtained  until  a 
:ertain  percentage  (such  as  50  percent)  of  the  total 
jnits  planned  have  been  presold,  which  in  turn  involves 
the  implementation  of  a  premarketing  program.  A  good 
financial  feasibility  consultant  can  often  help  the 
if)onsor,  developer,  or  lender  correctly  evaluate  the 
likelihood  that  those  who  sign  resident  agreements  will 
actually  move  into  the  facility  when  it  opens.  In  ad- 
dition, market  assessment  and  premarketing  will  help 
evaluate  the  amount  of  the  monthly  service  fees  that 
vvill  provide  adequate  working  capital  for  the  antici- 
Dated  needs,  programs,  and  services  of  the  retirement 
facility. 

Financial  feasibility  decisions  will  have  to  be 
Tiade  with  respect  to  whether  entrance  fees  should  be 
'efundable  in  part  or  in  whole;  the  number  of  days  of 
lursing  home  care  that  will  be  provided  at  no  extra  cost; 
the  number  of  meals  that  should,  or  must,  be  taken  by 
-esidents  and  paid  for  by  part  of  the  monthly  service 
fee;  whether  the  monthly  fee  should  include  utility 
sxpenses  or  whether  those  expenses  should  be  borne 
directly  by  the  resident,  with  each  apartment  metered 
separately;  and  whether  the  monthly  service  fee  should 
include  housekeeping  and  linen  service  weekly  or  on  some 
Dther  basis.  The  financial  analysis  also  must  address 
various  levels  of  occupancy,  including  an  analysis  of 
the  incremental  cost  for  double  occupancy  compared  to 
single  occupancy   (Laventhol  and  Horwath,    1983). 

A  financial  model  prepared  by  the  feasibility 
consultant  will  generally  provide  a  forecast  of  all 
operating  expenses,  including  salaries,  fringe  benefits, 
supplies,  linen,  food,  and  other  expenses,  capital 
-equirements,  and  special  reserve  requirements.  Under- 
.vriters  of  tax-free  bonds  and  others  concerned  with 
financing  of  the  venture  want  the  forecast  to  indicate 
:he  financial  soundness  of  the  proposed  retirement 
community,  to  assure  that  it  will  have  adequate  working 
capital.  Frequently,  underwriters  look  for  results 
A  hich  demonstrate  that :  debt  service  coverage  equals  or 
ixceed  120  percent  after  the  phase-in  period;  the  fore- 
past  year-end  cash  balances  will  increase  annually; 
|/ear-end  cash  balances  of  all  funds  equal  35-50  percent 
of  the  total  outstanding  debt;  and  the  cash  reserves  are 
it  least  three  times  the  amount  of  the  annual  debt 
|.ervice.  If  the  retirement  community  includes  only 
imited  health  care  or  nursing  home  services  in  the 
monthly  service  fee,  the  desirable  cash  balance  levels 
•during  the  forecast  period  can  be  less  than  those 
)»utlined  above   (Laventhol  and   Horwath,    1983). 


Actuarial  and  other  assumptions  about  future  resi- 
dents and  the  CCRC  itself  are  critical.  Such  assump- 
tions include  average  life  expectancy,  the  number  of 
apartments  occupied  by  two  or  more  people ,  the  extent  to 
which  health-care  services  are  offered  free  of  charge  to 
residents,  the  utilization  of  the  nursing  facility  by 
residents  (both  on  a  temporary  and  permanent  basis) ,  and 
the  ability  of  its  residents  to  pay  for  the  services 
offered  during  their  lifetime.  The  ability  of  residents 
to  pay  their  monthly  service  fees  is  also  an  extremely 
serious  consideration.  Operating  budgets  should  be 
determined  and  forecast  for  a  number  of  years,  to  avoid 
potential  problems .  Annual  reviews  and  reassessments  of 
financial  stability  are  of  course  required.  Sometimes 
it  is  not  easy  to  make  projections,  particularly  when 
financial  information  is  required  from  the  residents  in 
order  to  establish  the  adequacy  of  monthly  maintenance 
fees.  However,  experienced  developers  and  consultants 
can  help  here  and  contractual  provisions  can  help  obtain 
such  information  in  certain  cases. 

Financial  feasibility  is,  as  might  be  expected, 
closely  tied  into  the  financing  of  the  projects.  Such 
financing  frequently  takes  the  form  of  tax-free  bonds, 
but  an  increasing  amount  is  now  derived  from  conven- 
tional mortgages  and  through  the  use  of  limited  part- 
nerships investing  with  a  developer  in  order  to  obtain 
certain  tax  advantages.  The  developers  make  a  profit 
and  often  turn  over  the  management  and  operation  of  the 
CCRC  to  a  nonprofit  organization  at  some  future  point 
(generally  when  the  tax  advantages  to  the  investors  have 
been  exhausted) .  A  number  of  tricky  tax  questions  arise 
in  such  transactions,  and  expert  counsel  should  be 
obtained  by  anyone  contemplating  such  a  venture.  The 
same  caution  applies  to  CCRCs  with  condominium 
arrangements  or  rental  and  lifetime  membership  plans, 
and  to  CCRCs  developed  as  part  of  corporate  reorganiza- 
tion of  hospitals  and  long-term  care  facilities. 


Marketing 

As  may  be  evident  from  the  foregoing  discussion, 
the  ultimate  success  of  any  CCRC,  like  that  of  any 
other  business,  will  depend  on  the  ability  to  sell 
the  CCRC  to  customers.  Because  it  is  a  new  concept, 
and  because  the  elderly  are  generally  cautious  consumers 
(at  least  when  it  comes  to  new  experiences  that  require 
large  expenditures  of  their  money)  it  is  not  easy  to 
market  CCRCs.  This  is  especially  true  in  areas  of  the 
country  where  there  are  few  successful  models  and 
prototypes  available. 

As  discussed  earlier,  many  new  marketing  ap- 
proaches have  been  tested,  particularly  those  that 
involve  varying  the  amount  of  the  entrance  fee.  It  is, 
of  course,  usually  much  easier  to  attract  new  customers 
when  the  entrance  fee  is  low  or  even  nonexistent. 
However,  such  low  initial  entrance  fees  generally  mean 
larger  mortgages  and  higher  future  costs  for  the  resi- 
dents. More  and  more  CCRCs  are  leaning  away  from 
guaranteeing  health  care  to  the  residents,  particularly 
for  life.  Although  most  CCRCs  generally  provide  a  cer- 
tain number  of  days  of  nursing  home  care  per  year 
without  additional  charge,  a  growing  number  of  them  are 
requiring  the  residents  to  share  in  health  care  costs  on 
a  percentage  basis.  Or,  the  CCRC  will  guarantee  a 
certain  dollar  amount  of  care  (for  example,  the  first 
$10,000  of  cost  in  a  nursing  facility),  with  the  balance 
to  be  paid  by  the  resident. 
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A  number  of  CCRCs  are  marketed  to  specific  target 
groups,  such  as  alumni  and  retired  faculty  of  univer- 
sities, retired  military  personnel,  and  other  cohorts  of 
individuals  who  might  be  expected  to  want  to  retire  in  a 
particular  setting  and  with  former  friends  or  colleagues. 
Also,  more  and  more  CCRCs  are  being  developed  in  the 
non-Sun  Belt  regions  of  the  country,  particularly  in  and 
around  urban  areas.  It  has  been  said  that  the  vast 
majority  of  elderly  do  not  retire  more  than  fifty  miles 
from  their  previous  residences,  and  that  fact  is  likely 
to  play  an  increasing  role  in  decisions  of  developers 
when  it  comes  to  planning  all  types  of  retirement  com- 
munities, including  life  care  communities. 


Legal,   Regulatory,   and  Political  Issues 

The  foregoing  discussion,  particularly  that  con- 
cerning feasibility  and  risks  to  residents  and  invest- 
ors, makes  it  quite  obvious  that  the  development  of 
CQRCs  could  not  for  long  escape  the  input  of  regulators 
and  lawyers.  Legal  considerations  are  of  course  very 
complex  and  can  only  be  discussed  in  general  terms  in  an 
overview  such  as  this.  It  must  be  noted,  however,  that 
the  most  important  legal  issues  involve  the  development 
of  the  life  care  contract,  often  referred  to  as  a  resi- 
dence and  care  agreement .  These  contracts  spell  out  the 
duties,  rights,  and  potential  liabilities  of  the  various 
participants  in  the  venture. 

Other  legal  concerns  involve  the  financing  docu- 
ments (such  as  the  mortgage  and  any  third-party  guaran- 
tees by  organizations  such  as  religious  sponsors, 
hospitals,  or  other  CCRCs),  and  the  disclosure  docu- 
ments (the  official  statements)  prepared  by  investment 
bankers.  Tax  problems  of  a  legal  nature  concern  such 
matters  as  the  tax-exempt  status  of  the  CCRC  and  the 
taxability  of  entrance  fees.  Other  legal  issues  involve 
certificate-of-need  requirements,  reimbursement  by 
third-party  payers,  the  need  to  obtain  real  property  tax 
exemption,  and  in  some  cases  antitrust  considerations. 

With  respect  to  regulatory  matters,  the  potential 
for  fraud  and  mismanagement  has  already  been  discussed 
here.  Recently  there  has  been  a  call  of  increasing 
intensity  for  a  study  of  potential  regulatory  responses. 
To  date,  dissatisfied  parties  have  relied  on  litigation, 
such  as  an  action  to  terminate  the  contract  by  a  resi- 
dent, or  an  action  by  an  heir  to  recover  an  entrance 
fee  or  other  damages  for  breach  of  contract.  These 
measures,  however,  are  frequently  not  regarded  as 
adequate  and  consistent  enough  to  provide  the  consumer 
protection  needed. 

Accordingly,  several  states  (including  Illinois, 
Connecticut  and  Oregon)  have  chosen  to  regulate  certain 
aspects  of  continuing  care,  including  such  matters  as 
the  eligibility  of  life  care  communities  to  receive 
Medicaid  or  other  public  aid;  or  refunds  to  residents 
who  die  or  withdraw  from  the  community  within  a  certain 
period  of  time.  Other  states  (such  as  Colorado,  Michi- 
gan, Arizona,  California,  and  Florida)  have  adopted 
a  more  wide-ranging  regulatory  approach  to  CCRCs. 
Such  a  response  involves  numerous  issues,  which  have 
been  the  subject  of  considerable  debate  and  discussion 
(Winklevoss,    1983;   Cohen,    1980;   Pies,    1978). 

One  of  the  great  legal  issues  involves  the  defini- 
tion of  continuing  care.  Some  facilities,  for  example, 
have  escaped  regulation  under  such  definition  by  not 
charging  an  entrance  fee  and  instead  relying  on  very 


large  monthly  fees.  Certain  statutes,  such  as  Flori- 
da's, thus  include  both  continuing  care  and  care  that  is 
more  likely  to  be  regarded  as  fee-for-service. 

Other  legal  and  regulatory  requirements  pertain  to 
certification  of  the  life  care  community,  including: 
mandatory  production  of  financial  statements,  residen- 
tial contracts  and  disclosure  statements  by  the  facili- 
ty; escrow  requirements  for  entrance  fees;  reserve 
requirements;  fidelity  or  surety  bond  requirements;  sta- 
tutory provisions  that  would  impose  a  lien  on  property 
and  fixtures  in  favor  of  the  residents  in  the  event  of  a 
liquidation  or  bankruptcy;  advertising  restrictions  to 
prevent  deception  or  fraud;  provisions  that  allow  sta- 
tes, through  their  administrative  agencies,  to  investi- 
gate, seek  administrative  relief,  and  rehabilitate 
unstable  communities;  financial  disclosure  requirements 
(such  as  public  inspection  of  financial  information  on 
file,  or  mandatory  dissemination  of  financial  data  to 
residents  or  potential  residents);  and  statutory  provi- 
sions requiring  resident  contracts  to  contain  certain 
clauses  concerning  the  rates  of  the  community,  the 
method  of  rate  changing,  the  duration  of  services  to  be 
provided,  the  cost  of  such  services,  and  the  physical 
and  financial  prerequisites  for  an  individual's  entry 
into  the  community. 

Several  states  provide,  as  an  added  measure  of 
regulatory  control,  for  rights  of  self -organization  for 
life  care  community  residents.  They  may,  for  example, 
require  that  one  or  more  residents  sit  as  an  advisory 
member  of  the  facility's  board  of  directors;  grant 
residents  the  right  of  self -organization;  give  them  the 
right  to  be  represented  by  individuals  of  their  own 
selection;  or  provide  them  with  the  right  to  engage  in 
concerted  activity  for  the  purpose  of  mutual  aid. 

There  has  also  been  debate  as  to  whether  such 
regulatory  requirements  should  be  uniform  from  state  to 
state,  and  whether  federal  preemption  of  state 
requirements  is  desirable.  Most  commentators  appear 
to  agree  that  state  regulation  is  preferable  to  federal 
regulation,  but  thus  far  there  has  not  been  much  agree- 
ment with  respect  to  the  desirability  of  uniformity. 
(The  Public  Policy  Subcommittee  on  Legal  Issues  of  the 
American  Association  of  Homes  for  the  Aging  has, 
however,  written  model  legislation  to  regulate  con- 
tinuing care  providers  and  agreements.)  (Wasser  and 
Cloud,    1980.) 

Because  of  the  increasing  political  importance  of 
issues  affecting  the  elderly,  particularly  in  states 
where  there  are  a  great  many  elderly  persons,  debate 
regarding  regulatory  and  other  aspects  of  CCRCs  can  be 
expected  to  intensify  as  our  population  continues  to 
grow  older.  From  a  political  standpoint,  there  is  I 
pressure  on  state  and  federal  officials  to  reduce  public  f 
spending  on  health  care  for  the  elderly,  and  it  is  pos- 
sible that  life  care  communities  can  contribute  toward 
this  goal  by  acting  as  a  form  of  private  prepayment  of 
certain  health-care  expenses. 


This  is  especially  important  with  respect  to 
certain  expenses  for  skilled  nursing  care  now  paid  for" 
under  Medicare  by  the  federal  government,  and  for  ex- 
penses of  intermediate  long  term  care  now  paid  for  on* 
behalf  of  the  poor  by  both  the  federal  and  state  govern- 
ments under  Medicaid.  Most  nonprofit  CCRCs,  and  pro- 
bably for-profit  ones  also,  would  be  extremely  reluctant 
to  force  a  resident  to  leave  a  nursing  home  in  the  CCRC, 
even  if  the  resident  could  no  longer  afford  to  pay  for 
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he  services,  which  could  thereby  result  in  some  resi- 
lents  being  kept  off  the  Medicaid  rolls.  It  will  be 
mportant  for  states  to  determine  the  extent  to  which 
Medicaid  benefits  will  be  paid  to  residents  of  life 
:are  communities,  and  under  what  circumstances.  In 
iddition,  it  should  be  noted  that  even  if  health  care  is 
)n  a  pay-as-you-go  basis  in  a  CCRC,  the  facility  will 
)rovide  guaranteed  access  to  the  residents,  which  in  and 
>f  itself  should  be  a  very  attractive  feature  of  the 
XRC,  from  a  political  standpoint  as  well  as  from  social 
welfare  and  medical  care  standpoints. 

In  summary,  it  is  likely  that  life  care  communities 
^ill  continue  to  attract  the  interest  of  politicians  at 
loth  the  federal  and  state  levels  during  the  years 
ihead.  As  is  true  with  any  issue,  it  will  be  necessary 
o  determine  the  appropriate  scope  of  political  inter- 
vention and  the  role  that  government  (and  politics) 
hould  play  in  future  development. 


iVhere  Do  We  Go  from  Here? 

Perhaps  the  best  approach  to  answering  this  ques- 
;ion  would  be  to  advise  action  that  is  both  cautiously 
optimistic  and  optimistically  cautious.  Both  the  pri- 
/ate  and  public  sectors  must  be  involved,  in  order  to 
Jevelop  alternative  approaches  to  developing  effective, 
idequate  life  care  communities  for  the  elderly.  The 
jrivate  sector,  in  particular,  will  be  critical  to  the 
growth  of  the  industry.  Traditional  health  care  provi- 
ders can  play  a  number  of  roles  including  expanding 
heir  existing  operations  to  include  life  care;  deve- 
oping  the  expertise  to  manage  CCRCs  and  enter  into 
nanagement  contracts  with  such  entities;  and  establish- 
ng  referral  relationships  with  life  care  communities 
:or  both  inpatient  and  outpatient  services. 

Even  more  importantly,  the  private  sector  will 
iltimately  bear  much  of  the  responsibility  for  the 
inancial  success  of  the  communities,  whether  they  are 
or-profit  or  not-for-profit.  It  will  be  necessary  for 
ponsors  and  developers  to  conduct  realistic  feasibility 
tudies  with  reputable  firms.  They  must  avoid  major 
rrors  such  as: 

•  Committing  all  assets  or  medical  care  reserves  in 
order  to  guarantee  loans. 

•  Financing  expansion  by  pyramiding  with  entrance 
fees  from  future  buildings. 

•  Failing  to  monitor  such  basic  business  concerns  as 
construction  delays  or  start-up  costs. 

Above  all,  sponsors  and  developers  must  ensure 
revision  for  adequate  cash  flow.  The  operators  of 
acilities  must  become  experienced  and  expert  in  such 
ireas  as  budgeting,  labor  and  personnel  issues,  and 
pird-party  reimbursement  potential.  Of  course,  there 
1«  also  the  need  for  all  parties  to  be  alert  to  problems 
pd  to  assess  them  objectively. 

In  the  public  sector,  the  determination  of  the 
ppropriate  degree  of  state  or  federal  regulation  will 
e  a  critical  issue  to  address  in  the  near  future. 
Iso,  it  will  be  necessary  for  policymakers  to  determine 
.lie  role  that  life  care  communities  should  play  vis-a- 
jis  other  long-term  care  arrangements  that  may  them- 
IjPlves  include  several  of  the  concepts  inherent  in  life 
fere  for  the  aged.  Such  alternatives  include  the  growth 
I   Social/Health    Maintenance   Organizations,    nursing 


homes  without  walls,  and  innovative  changes  in  public 
programs  such  as  Medicare  and  Medicaid  that  enable  bene- 
ficiaries to  live  in  noninstitutional  environments 
without  being  financially  penalized. 

Finally,  a  number  of  areas  that  relate  to  con- 
tinuing care  require  additional  research  and  evaluation. 
They  have  been  described  concisely  and  relevantly  by 
Winklevoss,  in  connection  with  the  previously  mentioned 
study  pertaining  to  continuing  care,   as  follows: 

•  How  large  is  the  demand  for  continuing  care  and  how 
widely  can  the  continuing  care  concept  be  applied 
successfully? 

•  Do  CCRCs  help  to  prolong  life  and  if  so,  what 
specific  factors  produce  this  longer  life  ex- 
pectancy? Based  solely  on  a  review  of  life 
expectancies  in  this  study,  CCRC  entrants  seem 
to  live  longer  than  the  general  population. 

•  Contrary  to  the  general  belief  that  more  health 
care  services  are  used  when  the  cost  is  lower,  the 
study  data  indicated  less  health  care  utilization 
among  residents  of  CCRCs.      Why? 

•  Comparative  studies  are  needed  to  determine  not 
only  differences  in  the  cost  of  health  care,  but 
what  is  being  bought  with  the  health  care  dollar: 
physician  usage;  skilled  nursing  and  nurse  prac- 
titioners' utilization;  drugs;  laboratory  tests, 
and  the  need  for  additional  recognized  services 
such  as  podiatry  and  dental  care.  Data  are  also 
needed  on  health  care  expenditures  by  CCRC  resi- 
dents compared  to  expenditures  by  comparable 
groups  living  outside  the  CCRCs. 

•  Does  the  immediate  availability  of  health  ser- 
vices in  a  CCRC  produce  better  health  among  re- 
sidents? 

•  What  are  the  economies  of  scale  in  a  CCRC? 

•  There  is  a  definite  need  for  development  of  a 
national,  or  regional,  data  base  to  be  used  as  a 
guideline  in  selecting  the  assumptions  to  be  used 
for  financial  analyses  of  CCRCs.  Development  of 
CCRC  mortality  rates  is  especially  needed  because 
it  is  impossible  to  reflect  the  financial  con- 
sequences of  a  continuing  care  contract  with 
accuracy  using  only  life  expectancies  and  mortality 
rates . 

•  How  will  CCRCs  be  affected  by  federal  and  state  tax 
laws? 

•  What  bioethical  and  legal  questions  will  arise  as  a 
result  of  the   increasing  age  of  CCRC  residents? 

•  Is  discrimination  on  the  basis  of  age,  race,  or 
religious  affiliation  being  practiced  by  any 
CCRCs? 

•  Who  will  determine  the  allocation  of  decreasing 
resources? 

•  What  are  the  legal  impacts  of  Medicare  and  Medicaid 
decisions?     (Winklevoss,    1983) 
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LIFE  CARE  COMMUNITIES:      A  HOUSING  OPTION  FOR  THE  ELDERLY 


Gardner  Van  Scoyoc,   Retirement  Housing  and  Health  Care  Consultants 


Life  care  facilities  for  the  elderly  are  residen- 
tial communities  which  vary  widely  in  their  exterior 
structures,  interior  spaces,  resident  apartments, 
activity  areas,  and  health-related  activities.  What  all 
well-designed  life  care  facilities  have  in  common,  how- 
ever is  their  success  in  offering  a  "noninstitutional" 
living  environment. 

Who  comes  to  a  life  care  community?  Any  general 
answer  to  that  question  might  not  accurately  describe 
the  residents  of  any  specific  life  care  community.  We 
might  think  of  older  persons  as  "they,"  but  "they"  are 
greatly  diverse  in  health  status,  longevity,  and  age. 
[n  a  retirement  facility  I  managed ,  the  youngest  employee 
A'as  18  and  the  oldest  was  60--an  age  span  of  1^2  years. 
Alt  the  same  time,  the  youngest  resident  was  63  and  the 
Dldest  101 — a  span  of  38  years.  When  you  are  tempted  to 
think  of  older  persons  simply  as  "they,"  keep  in  mind 
that  they  may  be  as  different  in  age  and  outlook  as  your 
teenagers  and  your  parents  are. 

With  that  caveat  stated,  it  can  be  said  that  resi- 
dents of  life  care  facilities  are  generally  75  and 
aider,  with  an  average  age  at  admission  of  76  for  men 
and  78  for  women  .  They  are  in  good  health  and  are  mem- 
bers of  the  middle  to  upper  middle  class,  with  business 
and  professional  backgrounds  and  twelve  to  sixteen  years 
Df  formal  education.  Fifty-five  percent  to  85  percent 
Df  the  initial  residents  are  women,  but  this  proportion 
increases  with  the  age  of  the  retirement  community, 
aecause  women  are  likely  to  outlive  men. 

Sixty  percent  to  80  percent  of  the  residents  move 
to  the  facility  from  residences  within  twenty-five  miles 
3f  the  retirement  community.  Their  family,  more  often 
than  not,  lives  close  by.  The  overwhelming  majority  of 
■esidents  maintain  ties  to  their  families  that  are  as 
:lose  as  before  their  move  to  a  continuing  care  com- 
munity,  despite  what  one  might  hear  to  the  contrary. 

In  short,  the  residents  of  continuing  care  com- 
munities are  mostly  those  older  persons  who  are  "aging 
well."  They  are  the  survivors,  in  full  possession  of 
their  faculties,  with  wide-ranging,  up-to-date  interests 
in  the  world  and  in  our  society,  and  capable  of  making 
their  own  decisions. 


Program  Ranges 

The  design  of  retirement  facilities  is  integrally 
■elated  to  the  kinds  of  activities  of  which  the  residents 
are  capable.  In  general,  multistory  buildings  attract 
groups  with  an  older  average  age,  while  younger  resi- 
dents might  choose  spread -out,  cluster-style  living.  In 
;ither  kind  of  campus,  the  basic  life  care  program 
jsually  provides: 

•  Unfurnished  apartments,  including  efficiencies, 
one-bedroom,  and  two-bedroom  units,  with  car- 
peting and  blinds. 


•  All  utilities,   including  local  telephone  service. 

•  Light  housekeeping  and  linens  provided  weekly  or 
biweekly,  with  heavy  housekeeping  performed  on  a 
regular  schedule. 

•  Three  meals  served  daily  in  the  dining  room,  with 
one  to  three  meals  per  day  included  in  the  basic 
fee. 

•  Use  of  all  public  spaces  and  participation  in  all 
programs  and  activities  of  the  continuing  care 
retirement  community. 

•  Emergency  health  services  on  site. 

•  Short-  and  long-term  nursing  care  in  the  continuing 
care  retirement  community  nursing  unit. 

•  Availability  of  a  host  of  additional  services  when 
needed,   at  added  expense. 

•  Personal  laundry,  physician  visits,  visual,  dental, 
and  hearing  services,  physical  and  occupational 
therapy  on  site,   and  private-duty  nurse. 

•  A  host  of  activities  organized  by  residents  and/or 
staff,  including  visits  to  educational,  cultural, 
and  historic  sites,   and  programs. 

Continuity  of  Care  is  the  phrase  used  to  describe 
the  flexibility  of  this  kind  of  living  arrangement,  which 
can  accommodate  people  when  they  first  arrive,  in  good 
health,  and  later,  when  their  health  may  deteriorate. 
The  great  advantage  of  continuing  care  is  that  it  can 
offer  the  support  necessary  to  allow  maximum  independ- 
ence of  living  for  persons  who  may  need  extended  and 
significant  health  assistance  in  their  last  years. 
Furthermore,  that  continuity  of  care  can  offer  support 
to  a  couple  in  which  one  spouse  suffers  a  serious  health 
problem  and  the  other  is  unable  to  cope  without  outside 
assistance.  The  children  and  other  relatives  are  also 
grateful  that  their  elders'  concerns  can  be  met  in  this 
kind  of  retirement  living  program,  generally  with  less 
sacrifice  on  the  part  of  the  children. 


Secure  Living 

Why  is  continuing  care  the  chosen  mode  of  living 
for  up  to  250,000  older  persons?  First,  it  can  provide 
security  to  persons  who  feel  they  may  not  be  able  to 
make  their  own  major  life  decisions  in  the  future.  This 
includes  physical,   financial,   and  health  care  security. 


Physical  Security 

The  facility  provides  a  safe,  supportive  environ- 
ment that  is  architecturally  barrier  free.  There  is 
optimum  protection  against  robbery  and  assault  because 
the  community  provides  the  appropriate  staff  and  equip- 
ment to  minimize  risks.  Fire  protection  is  afforded  by 
modern  buildings  equipped  with  central  fire  protection 
systems,   smoke  detectors,   and  sprinklers.      There  are 
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also   emergency   plan   rehearsals   and   call  systems  for 
emergencies. 

Health  Care  Security 

Services  include  health  monitoring,  preventive 
maintenance,  and  restorative  care,  conducted  in  the 
living  units,  the  facility  clinic,  or  the  facility 
nursing  unit.  Medical  staff  keep  track  of  the  resi- 
dents' needs,  should  they  require  hospitalization  or 
other  health  care  outside  the  retirement  community. 

Financial  Security 

Most  of  the  cost  of  long-term  nursing  care  and  other 
common  services  is  met  by  payments  from  residents,  and 
by  entry  fees  based  actuarially  on  life  expectancies  of 
this  special  population  subgroup.  Thus  the  continuing 
care  facility  eliminates  certain  financial  worries  of 
the  elderly.  For  example,  a  person  may  fear  that  he  or 
she  u'ill  require  four  or  more  years  of  nursing  care. 
(One  third  of  retirement  home  residents  in  the  facili- 
ties with  which  1  have  been  associated  have  required 
that  much  care,  but  the  average  is  only  some  2^*0  to  280 
days  per  person).  Another  anxiety  is  that  a  person 
might  outlive  the  full  purchasing  power  of  his  or  her 
income  and  assets.  (In  a  life  care  community,  the  dif- 
ference in  such  a  case  would  be  covered  by  a  benevolence 
fund  or  the  facility  budget  or  both.) 


Intangible  Benefits 

Finally,  there  are  some  intangible  values  which  can 
make  this  kind  of  retirement  living  very  attractive. 
Many  residents  can  maintain  continuity  with  their  local 
community.  Shopping,  doctors,  church,  and  friends  can 
continue  for  the  most  part  to  be  accessible.  Residents 
also  form  new  relationships  within  their  peer  group.  No 
staff  could  begin  to  provide  the  strong  friendships,  the 
everyday  companionship,  and  the  support  available  from 
other  residents  sharing  the  living  environment. 

Enlarging  on  this  point ,  the  quality  of  services 
delivered  to  residents  can  be  shaped  to  a  fair  degree  by 
the  consumer  advocacy  of  the  retirement  facility  resi- 
dents and  the  local  community.  I  am  convinced  that  one 
reason  nursing  centers  of  retirement  communities  usually 
have  very  high  standards  of  nursing  care  is  that  the  well 
residents  are,  through  their  visiting  and  volunteering, 
a  strong  example  and  support  to  the  staff. 

Finally ,  a  major  factor  in  the  residents '  acceptance 
of  their  environment  is  that  they  are  in  the  facility  of 
choice,   not  simply  that  of  necessity. 


Failures  and  Abuses 

There  have,  however,  been  failures  and  abuses  in 
the  life  care  field,  largely  focused  on  four  major 
areas.  First,  there  has  been  a  lack  of  effective  market 
research.      This  inadequate  preparation  has  sometimes 


resulted  in  facilities  that  are  built  in  the  wrong 
place,  offer  the  wrong  program,  or  are  built  at  the 
wrong  time,  because  of  a  failure  to  understand  the 
product,  the  territory,  or  the  competition.  Second, 
sponsors  have  launched  poor  marketing  efforts,  or  none 
at  all,  expecting  that  the  good  name  of  the  sponsoring 
group,  whether  a  church,  a  nonprofit  organization,  or 
well-known  trustees  will  attract  residents.  Third,  fees 
have  been  a  deterrent  to  participation.  New  construc- 
tion costs  and  the  high  cost  of  both  arranging  for 
financing  and  paying  the  interest  costs  now  mean ,  for 
example,  entrance  fees  of  $50,000  with  monthly  fees  of 
$850  (in  198^^  dollars),  compared  to  $35,000  and  $550 
a  month  only  four  years  ago. 

Fourth ,  underf  unding  has  been  a  problem ,  either  at 
the  outset  or  when  sponsors  fail  to  raise  rates  soon 
enough .  Resources  that  initially  seem  adequate  to  cover 
future  liabilities  may  not  meet  the  true  cost  of  con- 
tracting for  nursing  care  ten  to  fifteen  years  hence, 
especially  given  volatile  market  forces  and  potential 
cutbacks  in  government  and  other  third-party  medical 
insurance  coverage. 

Finally,  some  sponsors  have  been  guilty  of  misre- 
presentation and  a  variety  of  financial  abuses  and 
unethical  practices  such  as  jeopardizing  the  financial 
interests  of  residents,   investors,   or  both. 

Fortunately,  very  few  project  failures  have  result- 
ed in  the  loss  of  residents'  funds,  and  the  overwhelming 
majority  of  facilities  appear  to  be  secure  operations. 
But  the  explosive  growth  in  this  field  and  the  wide 
variety  of  new  financing  and  marketing  plans  being  of- 
fered have  led  a  number  of  facilities  to  try  to  develop 
reasonable  standards  for  development  and  operation .  An 
accreditation  process  may  be  more  effective  in  protect- 
ing the  interest  of  residents  and  potential  residents 
than  are  the  various  statutes  and  regulations  that  have 
been  adopted  to  date. 

The  effort  to  establish  an  accreditation  mechanism 
is  being  encouraged  by  the  American  Association  of  Homes 
for  the  Aging,  to  which  the  large  majority  of  nonprofit 
life  care  facilities  belong.  Briefly,  the  accreditation 
process  would  examine  the  purposes  of  the  organization 
and  would  stress  full  disclosure  of  ownership  and  the 
terms  of  any  affiliation  with  a  religious  body.  The 
accrediting  agency  would  also  review  marketing  tactics 
and  resident  contracts.  Also  closely  examined  would  be 
the  financial  status  of  the  facility,  with  special 
attention  to  the  actual  and  implied  future  liabilities 
represented  by  the  residents'  longevity  and  health.  The 
word  implied  should  be  stressed  because  I  have  encoun- 
tered some  facilities  which  insist  they  are  not  life 
care,  but  which  also  maintain  they  would  never  ask  a 
person  to  leave  if  his  or  her  funds  ran  out.  I  maintain 
that  liability  should  also  be  actuarially  evaluated  and 
properly  funded . 

These  quality-control  efforts,  along  with  greatly 
increased  professionalism  and  specialization  in  the 
field,  may  lead  to  other  cooperative  steps  in  the  future, 
including  perhaps  the  creation  of  a  re-insurance  program 
to  strengthen  the  actuarial  programs  embedded  in  the 
life  care  concept. 
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CHAPTER  t^ 


SOCIAL/HEALTH  MAINTENANCE  ORGANIZATION 


THE  SOCIAL/HEALTH  MAINTENANCE  ORGANIZATION  AND  ITS  ROLE  IN  REFORMING 

THE  LONG-TERM  CARE  SYSTEM 

Jay  N.   Greenberg,   Brandeis  University,   and  Walter  N.      Leutz,    Brandeis  University 


This  paper  provides  an  encapsulated  overview  of  the 
Social/Health  Maintenance  Organization  (S/HMO):  its 
origin,  its  current  status,  and  its  future  potential  and 
limitations.  The  intent  is  both  to  place  the  S/HMO  in 
the  broader  context  of  long-term  care  systems  reform  and 
to  give  a  flavor  of  the  "nitty-gritty"  development  issues 
that  are  being  resolved  in  order  to  get  the  model  off 
the  ground.  It  will  become  clear  that  the  authors  do 
not  really  see  the  S/HMO  as  an  alternative  to  most  of 
the  other  approaches  to  long-term  care  financing  dis- 
cussed in  the  companion  papers .  Rather ,  we  see  S/HMOs 
as  prototypes  of  delivery  systems  that  will  permit  a 
mpre  rapid  expansion  of  either  private  or  public 
financing  mechanisms — particularly  those  that  use  risk- 
pooling  concepts  to  insure  a  continuum  of  long-term 
care.  To  be  sure,  the  model  has  risk-pooling  charac- 
teristics built  into  it,  but  its  major  contribution  will 
likely  be  the  development  of  delivery  systems  that  will 
permit  changes  in  financing. 

The  S/HMO  model  attempts  to  extend  the  HMO 
acute -care  model  of  case  management  and  capitation  to 
encompass  long-term  care  also.  In  order  to  understand 
why  this  approach  appeals  to  its  developers,  it  is 
important  to  understand  the  problems  that  it  is  designed 
to  address. 


The  Dual  Problem  of  Financing  cind 
Delivery  Mechanisms 

We  argue  that  the  most  basic  problem  with  long- 
term  care  financing  is  the  lack  of  an  insurance 
mechanism.  In  the  acute-care  sector,  public  insurance 
(Medicare)  and  private  insurance  in  1977  covered 
nearly  92  percent  of  the  elderly 's  hospital  bill  (S'J 
percent  and  8  percent  for  public  and  private  insurance, 
respectively).  By  contrast,  insurance  covered  only  3 
percent  of  the  nursing  home  bill  in  the  same  year, 
with  2  percent  covered  by  Medicare^  and  1  percent  by 
private  insurance  (Fisher,  1980;  GAO,  1979).  The  lack 
of  insurance  creates  catastrophic  costs  for  individuals 
who  become  dependent  because  of  chronic  illness,  and 
it  leads  to  the  impoverishment  of  many  elderly  people 
and  their  spouses.  Individuals  paid  k^-  percent  of  the 
nursing  home  bill  directly  in  1977 — more  than  $5  bil- 
lion (GAO,  1979).  Again,  this  contrasts  with  1977 
hospital  costs,  of  which  only  3  percent  of  total 
spending  ($500  million)  was  paid  out-of-pocket  by  indi- 
viduals (Fisher,    1980). 

This  pattern  of  private  spending  creates  a  problem 
for  Medicaid,  which  is  not  only  responsible  for  the  poor, 
but  becomes  responsible  for  people  who  were  not  poor 
before  they  became  chronically  ill  (McMillan,  et  al, 


1983).  About  half  of  the  people  on  Medicaid  in  nursing 
homes  were  not  on  Medicaid  when  they  entered  (GAO, 
1979) ,  but  they  later  became  eligible  by  "spending  down" 
to  the  point  where  their  resources  were  no  longer  suf- 
ficient to  meet  their  costs. 

This  spend-down  provision  in  Medicaid  has  created 
one  of  the  most  problematic  processes  for  health  policy 
decision  makers.  Faced  with  nursing  home  costs  that 
could  wipe  out  a  life's  savings,  nonpoor  individuals  and 
families  often  transfer  and  shelter  assets  in  such  a  way 
that  these  persons  qualify  for  welfare  support.  Faced 
with  rising  spending,  Medicaid  seeks  harsher  and  broader 
authority  to  attach  assets  and  require  families  to  sup- 
port their  impaired  elders  (3oe,  1982;  Walker,  1983). 
It  is  difficult  to  blame  either  side — the  government, 
for  trying  to  protect  the  integrity  of  a  means-tested 
welfare  program,  or  the  individuals  and  families,  for 
trying  to  avoid  impoverishment  by  using  the  one 
"insurance"  program  available  to  them.^  But  the  crux 
lies  not  so  much  in  the  actions  of  either  side  as  it 
does  in  the  nature  of  the  underlying  problem:  the  lack 
of  any  alternatives,  other  than  catastrophic  spending  or 
welfare,  for  paying  the  costs  of  severe  chronic  illness. 
A  true  insurance  program  would  provide  an  alternative 
and  allow  Medicaid  to  reduce  its  business  in  separating 
the  "shirkers"  from  the  "truly  needy."  Policies  that 
increase  this  business  by  seeking  new  ways  to  squeeze 
assets  and  families  are  not  an  answer. 

Some  progress  has  been  made  recently  on  insurance 
mechanisms,  but  there  is  much  to  be  done.  Limited 
private -insurance  coverage  is  now  becoming  available, 
but  it  is  largely  limited  to  care  in  skilled  nursing 
homes;  a  variety  of  exclusions,  health  screens,  and 
waiting  periods  usually  apply;  and  it  is  available  only 
in  a  few  states.  Most  importantly,  there  is  very 
limited  coverage  for  home  and  community  based  services 
(Meiners,  1982).  Until  community  services  are  covered, 
long-term  care  insurance  will  probably  have  difficulty 
being  either  cost-effective  or  attractive  to  a  wide 
market .  Life  care  communities  are  another  alternative , 
High  entry  costs,  the  campus  model,  and  limited 
geographic  availability,  however,  make  life  care  (as 
currently  structured)  an  alternative  for  some,  though 
probably  not  a  majority,  of  the  elderly  (ICF,  1983). 
And  ironically,  the  existence  of  a  fallback  in  Medicaid 
coverage  may  make  it  more  difficult  to  create  true 
insurance  mechanisms.  Why  should  people  buy  insurance 
if  Medicaid  is  there  to  pay  the  bill  in  the  end? 

A  final  dysfunctional  aspect  to  long-term  care 
financing  is  a  bias  toward  institutional  care.  In  an 
attempt  to  control  its  costs,  Medicaid  has  largely 
limited  its  coverage  to  nursing  homes,  and  then  only  at 
specified  higher  levels  of  care  (above  board  and  care). 


^  And  Medicare's  nursing  home  coverage  is  for  postacute 
irather  than  chronic  care  stays.  (Smits,  Feder,  and 
Scanlon,    1982). 


^  While  some  do  consider  Medicaid  to  be  a  public 
insurance  program,  the  open-ended  deductible  stretches 
the  meaning  of  the  term   insurance. 
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It  is  disturbing,  but  understandable,  to  see  private- 
insurance  mechanisms  repeating  Medicaid's  institutional 
bias. 

These  financing  problems  are  not  unrelated  to  the 
characteristics  of  the  chronic-care  service  delivery 
system.  First,  there  is  a  separation  among  the  delivery 
systems  for  acute  care,  institutional  chronic  care,  and 
community-based  social  support.  Separate  funding  and 
regulatory  systems  have  inhibited  related  professionals 
and  agencies  from  managing  and  coordinating  the  inter- 
faces of  their  services.  The  systems  are  largely  auto- 
nomous, despite  an  obvious  interdependence  and  need  for 
working  closely  together  (Scott,  1982).  A  second  point , 
related  to  the  first,  is  that  it  is  often  the  responsi- 
bility of  the  individuals  in  need  of  care,  or  their 
families,  to  find  and  put  together  the  services  needed 
to  keep  the  individual  out  of  an  institution.  This  is  a 
challenging  job  even  for  a  professional  trained  in  case 
management  and  knowledgeable  about  financing  and 
service  availability.  It  can  be  an  overwhelming  task 
for  a  family  in  crisis. 

The  1970s  saw  the  development  of  a  number  of 
demonstration  projects  aimed  at  solving  the  so-called 
long-term  care  problem .  Generally ,  these  demonstration 
projects  consisted  of  the  infusion  of  new  service 
dollars  for  a  variety  of  home  and  community-based  ser- 
vices. For  the  most  part,  evaluation  of  these  demon- 
strations reveals  neither  significant  cost  savings  nor 
improved  functional  status  (Stassen  and  Holahan,  1980; 
GAO,  1982).  Critics  of  these  demonstrations  have  argued 
that  the  combination  of  conflicting  goals,  lack  of  span 
and  scope  of  authority  over  resources,  and  lack  of 
financial  incentives  made  these  programs  rather  weak 
interventions  in  the  delivery  system .  They  suggest  that 
integrated  systems  that  give  the  provider  financial 
incentives  to  make  efficient  resource  allocation  deci- 
sions could  lead  to  improved  system  outcomes 
(Greenberg,  Doth,  and  Austin,  1980).  This  lack  of 
demonstrated  cost  savings  has  made  policymakers  very 
cautious  about  the  expansion  of  long-term  care  benefits. 
It  should  be  noted  that  this  cautious  attitude  predates 
the  current  administration  and  current  economic  condi- 
tions . 

In  this  way,  financing  and  service  delivery  charac- 
teristics feed  on  one  another  to  create  a  Catch-22  phe- 
nomenon in  long-term  care.  Promising  steps  have  been 
taken  in  demonstrating  integrated  and  adequate  service 
delivery  systems,  but  better  financing  is  needed  to  test 
out  more  powerful  and,  it  is  hoped,  more  effective 
systems.  But  adequate  financing  can  be  obtained  only  if 
the  government  and  /or  private  insurers  are  shown  that  the 
systems  for  delivering  services  and  managing  access  to 
them  can  be  created  and  that  costs  can  be  predicted  and 
controlled  •  But ,  without  continued  and  probably  broader 
financing  of  more  consolidated  long-term  care  systems, 
no  assurances  can  be  given  that  costs  can  be  predicted 
and  controlled--and  so  on.  The  S/HMO  is  designed  to 
begin  to  break  through  the  Catch  22  of  long-term  care. 


The  S/HMO  Model 


Overview 

The  S/HMO  is  a  very  logical  extension  of  current 
trends.  Given  the  rapid  growth  of  HMOs  in  the  1970s  and 
the  concurrent  demonstrations  of  so-called  personal  care 


organizations  (Morris,  1971),  the  idea  of  combining  them 
was  probably  inevitable.  The  lead  came  from  Brandeis 
University,  which  in  1980  obtained  a  three-year  grant 
from  the  Health  Care  Financing  Administration  (HCFA) 
to  develop  the  S/HMO  concept  and  to  seek  sites  for 
a  three-year  demonstration.  The  S/HMO  demonstration 
has  one  other  characteristic  that  is  a  product  of  recent 
times.  It  was  set  up  as  a  public-private  partnership- -a 
joint  venture.  While  the  Brandeis  core  staff  receives 
financial  support  from  HCFA,  all  site  planning  and  deve- 
lopment funds  (and  some  of  Brandeis 's  funding  )  have 
been  raised  privately — primarily  from  foundations,  but 
also  from  sponsors  themselves.  As  will  be  described 
below ,  the  joint  venture  approach  will  be  maintained  in 
the  operational  phase  through  mechanisms  such  as  funds 
pooling  and  risk  sharing. 

There  are  four  essential  features  to  the  S/HMO 
model.  First,  a  sponsoring  agency  (or  agencies)  takes 
responsibility  for  bringing  the  full  range  of  acute  and 
chronic  care  services  into  a  single  system.  Second, 
this  new  S/HMO  entity  serves  a  membership  that  is  repre- 
sentative of  the  community.  Most  importantly,  it 
enrolls  both  disabled  and  able-bodied  elders.  Third, 
the  S/HMO  is  paid  on  a  premium  or  "prepaid  capitation" 
basis — by  both  individual  members  and  third  parties 
(Medicare  and  Medicaid).  The  S/HMO  pools  these 
premiums  to  pay  for  member  services.  Fourth,  the 
S/HMO  is  "at  risk"  for  service  costs.  That  is,  the 
organization  takes  responsibility  for  meeting  its  own 
budget,  and  it  stands  to  experience  some  level  of  profit 
or  loss  for  its  efforts. 

Thus,  the  S/HMO  consolidates  the  system  at  all 
levels:  provider,  population,  finance,  and  risk.  Full 
consolidation  gives  the  S/HMO  the  potential  to  be  an 
extremely  powerful  intervention.  It  is  hypothesized 
that  consolidation  of  services  will  make  it  possible  to 
redefine  and  coordinate  provider  roles  and  relationships 
and  to  do  so  without  some  of  the  regulatory  and  reim- 
bursement constraints  that  currently  shape  relation- 
ships .  The  membership  concept  gives  providers  authority 
to  manage  care  of  individuals  across  the  full  spectrum 
of  services .  The  balanced  membership  has  an  important 
financial  function  in  that  it  creates  an  insurance 
mechanism  for  long-term  care  through  the  premium .  It  is 
hypothesized  that  prepayment  and  funds  pooling  remove 
financial  barriers  to  innovation.  They  break  the  fee- 
for-service  system's  ties  between  reimbursement  and 
utilization  of  particular  services,  by  particular  indi-- 
viduals,  in  particular  circumstances.  And  finally, ^ 
giving  financial  risk  to  the  S/HMO  entity  should  makei 
cost -effectiveness  an  important  criterion  for  decision 
making . 

These    features    are    mutually   potentiating,    andr 
some  might  argue  that  they  might  make  the  S/HMO  too|; 
powerful.    For  example,  is  the  S/HMO  the  place  to  makej 
vertical  equity  decisions?     Why  not  stop  consolidation, 
at  the  Onlok  model  (Shen  and  Zawadski,  1981),  which 
serves  only  the  impaired  but  achieves  the  benefits  of 
consolidating  services,  finances,  and  (in  OnLok's  new 
phase)  risk?  The  reason  is  simple,  important,  and  often' 
not  understood  by  long-term  care  policy  researchers. ^ 
When  the  able-bodied  are  left  out,  the  long-term  care, 
insurances  mechanism   is  lost. 

In  order  to  create  S/HMOs,  these  basic  features  had 
to  be  operationalized  on  a  very  practical  level.  The 
following  sections  outline  the  practical  issues, 
options,  and  choices  faced  by  the  demonstration  sites  in" 


58 


the   four   areas   outlined   above:      service   integration, 
membership,   capitation,   and  risk.^ 


Service  Integration 

As  an  organizational  issue ,  making  a  S/HMO  work  is 
not  merely  a  matter  of  creating  a  bigger  HMO.  The 
issues  are  not  simply  a  matter  of  scale  but  also  matters 
of  substance  and  quality.  They  cut  across  two  aspects  of 
service  integration :  organizational  arrangements  among 
partners,  and  professional  relationships  among  prac- 
titioners. First,  the  sponsor's  participation  in  a 
S/HMO  is  not  merely  an  extension  of  its  current  busi- 
ness, and  the  sponsoring  sites  realized  early  on  that 
they  were  creating  something  that  was  likely  to  change 
them,  could  easily  compete  with  them,  and  might  even- 
tually overwhelm  them. 

Not  surprisingly,  the  four  sponsoring  sites 
listed  in  Table  1  have  traditions  of  innovation  and 
risk  taking.  Metropolitan  Jewish  Geriatric  Center 
(M]GC),  a  large  nursing  home  with  a  broad  range  of 
community  services,   is  part  of  New  York  State's 


^  For  a  more  complete  discussion  of  implementation 
issues  in  the  demonstration,  see  Leutz,  Greenberg, 
Abrahams,    Diamond,   and  Prottas,    1984. 


innovative  Nursing  Home  Without  Walls  program 
(Kodner,  Mossey,  Dapello,  ISSi*).  Kaiser  Permanente- 
Medical  Care  Program,  a  large  established  HMO,  is 
an  original  site  in  the  HMO  Medicare  Demonstration 
(Galblum  and  Trieger,  1982;  Greenlick,  et  al.  ,  1983). 
Senior  Care  Action  Network  (SCAN),  a  small  but 
innovative  brokerage-model  case  management  agency,  is 
a  site  in  California's  Multipurpose  Senior  Services 
Project  (MSSP) ,  a  program  that  expands  community  and 
in-home  services.  Ebenezer  Society,  an  institutional, 
home-based ,  and  community-based  chronic  care  agency , 
has  also  constructed  a  comprehensive  range  of  elderly 
housing  (Carter  and  Kennedy,  1983).  The  sites  have 
other  common  features.  All  are  located  in  urban  areas 
with  large  elderly  populations,  and  all  the  sponsors 
now  serve  segments  of  their  target  markets. 

The  sponsors  and  the  pari,  .rship  arrangements 
they  devised  illustrate  the  S/HMO 's  flexibility  to 
accommodate  different  organizational  arrangements-- 
just  as  HMOs  do.  Kaiser  decided  that  with  its  con- 
siderable size  and  experience  it  could  offer  the 
S/HMO  on  its  own.  It  calls  the  project  Medicare 
Plus  II,  emphasizing  the  continuity  with  its  earlier 
HMO  Medicare  Project,  Medicare  Plus.  But  the  three 
long-term  care  sponsors  had  to  find  partners  for  medical 
services  and  establish  formal  corporate  and  financial 
arrangements  to  work  with  them.  While  relations 
among  partners  have  been  characterized  by  good  will 
and  good  intentions,    there  have  understandably  been 


Table  1 
Overview  of  S/HMO  Demonstration  Sites 


Site  Sponsors 


Type  of 
Sponsor 


Relationships 
to  Partner (s) 


Key  Opportunities 
and  Obstacles 


Metropolitan   3ewish 
Geriatric  Center   (MJGC) 
Brooklyn,   N.Y. 
(Elderplan,  Inc.) 


Comprehensive 

chronic-care 

agency 


Capitation  contract  and 
bottom-line  risk  sharing 
with  small  affiliated 
medical  group. 

Community  hospital  contract 
on  per  diem  basis . 


Opportunity;      A  large 
untapped  market 

Obstacles ; 

Creating  an   HMO  and 

medical  group 


Kaiser  Permanente 
Medical  Care  Program 
Portland,   Oreg. 


Large 

established 

HMO 


No  partners--S/HMO 
added  to  existing 
Kaiser  system. 


Opportunity:   Use  ex- 
perience and  reputation 

Obstacles: 


Creating   LTC  services 


'  Ebenezer  Society 
■j Minneapolis ,   Minn. 
U Medicare  Partners) 


Comprehensive 

chronic-care 

agency 


Letter  of  agreement  with 
large  established  HMO 
for  all  acute   medical. 
Bottom-line  risk  sharing. 


Opportunity;      Expertise 
and  images  of  partners 

Obstacles:     Competitive 
HMO  market 


Senior  Care  Action 
jNetwork   (SCAN) 
Long  Beach,  Calif. 
<  Senior  Health 


if 


Case 

management/ 
brokerage 
agency 


Separate  contracts  with 
established  medical 
group  and  medical  center 
hospital.      Both  on 
capitation/risk  basis. 


Opportunity:    Large 
untapped  market 

Obstacles:     Management 
and  incentives  in 
the  system 
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recurrent  struggles  over  maintaining  independence, 
autonomy,  and  financial  position  in  the  face  of  needs 
for  interdependence. 

Table  1  summarizes  how  each  site  followed  a  dif- 
ferent route  to  integrating  the  full  system.  M3GC 
created  a  closely  controlled  satellite  corporation 
(Elderplan,  Inc.)  as  the  S/HMO  entity  or  plan,  which 
requires  licensure  as  an  HMO.  MJGCworked  with  Cornell 
Medical  School  to  establish  a  geriatric  medical  group 
which  will  exclusively  serve  M3GC  and  Elderplan  clients. 
Internal  finances  have  some  HMO-like  features: 
Elderplan  pays  the  medical  group  a  monthly  medical  capi- 
tation, and  the  group  takes  some  risk  for  excess  hospi- 
tal utilization.  Beds  are  obtained  on  a  modified  per 
diem  basis  at  a  local  community  hospital.  Unlike  most 
HMOs,  the  plan  and  the  group  share  risk  on  the  entire 
system's  bottom  line  profits  and  losses.^  This  is  meant 
to  encourage  cost-effective  coordination  between  acute 
and  chronic  care.  For  details  on  MJGC  and  its  plans  to 
establish  a  S/HMO,  see  Kodner  (1981). 

Ebenezer  Society  chose  Group  Health  Plan  (a  large , 
established  HMO)  as  its  medical  partner.  The  two  agen- 
cies have  discussed  various  options  for  structuring 
their  corporate  relationships,  and  the  basic  issue  has 
been  whether  to  use  the  Group  Health  Plan  (GHP)  HMO 
license  or  to  create  a  new  satellite  HMO  as  M3GC  did. 
As  of  this  writing,  it  appears  that  the  choice  is  the 
former,  and  the  two  agencies  will  relate  through  a 
limited  partnership  under  the  name  Medicare  Partners. 
It  has  been  decided  that  risk  sharing  will  be  exclus- 
ively on  the  bottom  line. 

SCAN,  likeMJGC,  created  a  satellite  S/HMO  enti- 
ty-SCAN  Health  Plan,  Inc,  (SHP) --which  will  require 
HMO  licensure.  SHP  intends  to  establish  capitated 
reimbursement  with  both  of  its  medical  partners,  the 
Harriman  Jones  Clinics  and  Saint  Mary's  hospital. 
Internal  risk  sharing  is  based  on  the  idea  that  each 
partner  takes  initial  risk  for  costs  above  and  below 
capitation  in  its  area  of  service,  with  additional  risk 
shared  with  the  other  partners. 

Each  of  these  sites  faces  a  different  set  of  oppor- 
tunities and  obstacles  in  development,  both  internal  and 
external.  These  can  be  only  highlighted  here.  Although 
Elderplan  can  draw  on  M  JGC '  s  chronic  care  experience ,  it 
faces  the  major  tasks  of  building  an  HMO  and  a  medical 
group  from  the  ground  up.  Its  major  opportunity  is  a 
market  that  is  large  and  basically  untapped .  Kaiser  can 
rely  on  experience,  image,  and  an  established  major 
market  share.  Its  challenge  is  to  learn  the  long-term 
care  business  and  to  apply  that  learning  to  serving  an 
aging  membership .  Ebenezer  and  GHP  have  the  advantage 
and  expertise  in  their  respective  areas.  They  face 
the  external  challenge  of  establishing  a  place  in  an 
extremely  competitive  elderly  HMO  market,  and  the 
internal  challenge  of  making  the  partnership  work. 
SCAN'S  major  problem  is  establishing  some  control 
over,  and  proper  incentives  within,  a  delivery  system 
consisting  of  chronic  care  and  medical  services  that  are 
all  contracted  rather  than  closely  controlled.  Like 
Elderplan,  it  has  an  opportunity  in  a  large,  relatively 
untapped  market . 


^  The  importance  of  bottom-line  risk  sharing  will  be 
discussed  in  a  later  section  of  this  paper. 


Of  course ,  other  models  for  organizing  S/HMOs  are 
possible.  A  hospital-sponsored  model  is  an  obvious  one, 
and  in  fact,  the  first  S/HMO  site  designated  was  Mercy 
Hospital  in  Springfield,  Massachusetts.  Mercy  withdrew 
early  in  the  planning  phase,  however,  when  questions 
arose  about  financial  feasibility,  the  size  of  its 
market,  and  support  from  physicians  (Popko  and  Lasky, 
1982),  The  comparative  performance  of  the  various 
organizational  structures  is  an  important  part  of  the 
overall  project's  research  agenda. 

Beyond  these  issues  of  integrating  formal  organiza- 
tions, S/HMOs  face  the  second  challenge  of  integrating 
professional  practice.  New  issues  of  professional  auto- 
nomy, control,  and  divisions  of  labor  will  face  physi- 
cians and  chronic  care  case  managers  in  the  S/HMO.  Both 
groups  of  professionals  stand  to  gain  from  the  greater 
"bag  of  tricks"  the  program  gives  them  to  help  clients. 
However,  to  establish  an  effective  and  efficient  inter- 
dependence, both  must  lose  some  of  the  autonomy  they 
currently  have  in  separate  systems. 

The  most  important  challenge  facing  professionals 
is  to  create  new  norms  of  practice  for  consolidated 
chronic  care.  This  practice  must  bring  home-based, 
community-based,  and  institutional  services  in  chronic 
care  into  a  continuum  with  acute  care  ambulatory  and 
institutional  services.  If  the  S/HMO  is  to  be  success- 
ful, decisions  must  reflect  concerns  for  both  quality 
and  resource  constraints,  with  downward  substitutions  in 
level  of  care  where  appropriate.  In  this  regard  the 
sites  have  taken  steps  forward  that  have  been  small  but 
real,  for  example,  work  in  joint  planning  committees; 
protocols  for  transfer  of  responsibility  across  levels 
of  care;  and  mechanisms  for  communication,  consulta- 
tion, and  joint  decision  making.  How  their  relation- 
ships actually  operate  will,  to  a  large  extent, 
determine  the  success  or  failure  of  the  model. 


Achieving  Membership  Balance 

The  S/HMO 's  insurance  mechanism  is  based  on 
enrolling  a  membership  with  a  distribution  of  chronic 
care  needs  that  roughly  represents  the  local  population. 
Major  developmental  work  was  focused  on  finding  ways  to 
achieve  the  representative  balance.  Some  background  is 
important  before  this  discussion  turns  to  specific  solu- 
tions used  in  the  demonstration. 

There  is  reason  to  believe  that  S/HMOs  will  be 
especially  vulnerable  to  adverse  selection,  that  is, 
attracting  a  membership  that  is  out  of  balance  toward 
the  "sicker"  end  of  the  spectrum,  especially  in  terms  of 
those  who  are  already  chronically  impaired.  Since 
chronic  illness  is  more  predictable  and  stable  than 
acute  illness  (Hornbrook,  1983) ,  a  person  who  is  already 
seriously  impaired  can  expect  to  need  regular  support 
for  the  rest  of  his  or  her  life.  Buying  insurance  for 
an  already  existing  condition  is,  therefore,  clearly  a 
good  buy,  even  at  high  premiums — so  long  as  benefits  are 
also  high.  The  nonimpaired  elder,  by  contrast,  may 
choose  to  gamble  against  becoming  impaired,  especially 
over  the  limited  course  of  a  demonstration  program. 
Higher  long-term  care  premiums  and  benefits  would  be 
less  attractive  to  the  healthly,  according  to  this 
argument. 

How  these  issues  play  out  in  practice  is  in  large 
part  a  function  of  the  market  the  S/HMO  is  able  to  enter 
or  perhaps  create.     It  is  also,  however,  a  function  of 
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Table  2 
Premiums  and  Chronic  Care  Benefits  of  S/HMO  Demonstration  Sites 


Site 


KAISER 

M3GC 

EBENEZER 

SCAN 


Monthly 
Premium 


$39 

$29 
$29 

$W 


Annual  Chronic  Care  Benefit 


100  days  nursing  home 

$1,000  per  month  home/community 

$6,500  in  any  setting 

$6,250  in  any  setting 

$7,500  in  any  setting 


Renewability  of 
Institutional  Benefit 


only  for  new   "spell 
or  illness" 

fully  renewable 

$8,000  lifetime  limit 

fully  renewable 


the  availability  and  use  of  some  specific  tools  to 
manage  unknowns  in  the  marketplace.  These  two  points 
will  be  dealt  with  in  turn.  First,  the  market  the  S/HMO 
eventually  hopes  to  create  is  in  comprehensive  care, 
including  deep  coverage  of  chronic  care.  But,  of 
course,  deep  coverage  means  high  premiums  and  the 
potential  for  adverse  selection.  A  safer  and  more 
obvious  short-term  choice  is  the  acute  health-care 
market,  where  the  demand  for  prepaid  plans  offering 
Medicare  supplementation  coverage  has  been  established 
in  the  HMO  Medicare  demonstration  (Galblum  and 
Trieger,    1982;   Greenlick,   et  al. ,    1983). 

Not  surprisingly,  this  market  has  also  been  iden- 
tified in  local  surveys  conducted  by  two  of  the  S/HMO 
demonstration  sites.  There  appears  to  be  a  relatively 
young,  healthy,  and  nonpoor  segment  of  the  elderly^  that 
will  be  willing  and  able  to  pay  an  extra  ten  or  fifteen 
dollars  a  month  for  moderate  chronic-care  coverage .  One 
survey  found  a  bigger  market  (5  percent)  for  a  $10,000 
chronic-care  benefit  without  "extras"  (for  example, 
eyeglasses  and  dental  coverage)  than  for  $5,000  of  chro- 
nic care  with  extras  (3  percent),  both  being  offered  at 
a  $'f 5  monthly  premium .  Another  survey  found  that  elders 
who  considered  themselves  healthy  valued  nursing 
home  coverage  more  highly  than  the  less  healthy- -not 
an  unimportant  finding. 

Thus,  a  low  premium/low  chronic  care  benefit 
approach  is  one  option  for  a  solution  to  the  adverse 
selection  problem,  and  the  figures  in  Table  2  show  that 
the  sites  initially  chose  this  solution.  Premiums  are 
not  far  above  competing  Medicare  supplementation,  and 
the  value  of  chronic-care  benefit  packages  ranges  from 
$6,250  to  $12,000  per  member  per  year  atthesites°.  The 
final  column  in  the  table  shows  that  community  and  home- 
based  benefits  are  renewable  annually  at  all  sites,  and 
some  sites  are  trying  to  divert  funds  to  community-based 
benefits  by  not  renewing  chronic-care  benefits  for  those 
who  are  permanently  placed  in  nursing  homes.  Since 
annual  chronic-care  costs  can  easily  reach  $15,000  to 
$25,000,  the  S/HMO  sites  will  start  out  covering  only 
part  of  costs  for  the  most  impaired,  especially  those 
who  must  enter  nursing  homes. 


^  All  these  conditions  are,   of  course,   correlated. 

°  10  percent  to  20  percent  cost  sharing  makes  net  value 
smaller. 


The  second  strategy  for  avoiding  adverse  selection 
and  achieving  the  target  balance  is  to  accept  or  reject 
applicants  based  on  their  health  status.  One  approach 
is  found  in  the  insurance  industry,  where  applicants  are 
commonly  screened  for  preexisting  ill-health  conditions 
and  excluded  if  such  conditions  are  found.  Screening 
is  legitimate  if  premium  assumptions  are  based  on  it. 
But  this  not  the  case  with  Medicare's  method  of  de- 
termining premiums ,  the  "  AAPCC ,  "^  which  assumes  that 
health  status  will  be  controlled  by  age,  sex,  and 
whether  or  not  an  individual  is  on  welfare  or  resides 
in  a  nursing  home.  Screening  on  the  basis  of  factors 
outside  the  formula  "cheats  the  system." 

The  S/HMO  demonstration  was  prohibited  from 
using  such  "pure"  health  screens,  but  it  has  devised  a 
"queuing"  method  that,  if  it  works  properly,  should  be 
fair  to  both  payers  and  providers.  The  MJGC  and  SCAN 
sites  will  be  queuing  initially  by  accepting  applicants 
according  to  their  level  of  physical  impairment.  The 
Kaiser  and  Ebenezer  sites  will  not  queue  initially  but 
will  implement  queuing  if  a  disproportionate  percentage 
of  enrollees  are  in  the  high-risk  category.  Queuing  is 
not  health  screening,  in  that  a  representative  community 
sample  of  high-risk  people  will  be  allowed  to  join.  In 
fact,  the  programs  will  be  required  to  enroll  a  fair 
share  of  high-risk  applicants.  Thus,  the  queuing  mecha- 
nism should  protect  not  only  the  S/HMO  from  adverse 
selection  but  also  the  government  from  favorable  selec- 
tion. 

Developing  Capitation   Methods 

The  major  financial  objectives  the  S/HMO  poses  are 
(1 )  to  create  reimbursement  mechanisms  that  generate 
accurate  payments  and  are  "right"  in  terms  of  incen- 
tives, and  (2)  to  develop  ways  to  predict  costs.  Major 
developmental  problems  were  faced  in  both  areas. 
First,  the  Medicare  AAPCC  formula  gives  S/HMOs  one 
very  wrong  incentive ,  because  the  formula  approximately 
doubles  reimbursement  when  a  member  enters  a  nursing 
home.  To  eliminate  this  institutional  bias,  Medicare 
will  alter  one  definition  in  the  AAPCC  rate  book  and 
reimburse  S/HMOs  at  the  institutional  rate  for  non- 
institutionalized  members  found  to  be  nursing-home- 
certifiable  (NHC)  under  state  standards.  Brandeis' 
analysis  of  Medicare  spending  data  shows  that  severely 


"^  AAPCC  is  the  acronym  for  HCFA's  "adjusted  average 
per  capita  costs"  reimbursement  formula.  See  Trieger, 
Galblum,   and  Riley,    1981,    for  a  description. 
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impaired  community  residents  have  acute  care  costs  at 
least  as  high  as  nursing  home  residents. 

Of  course ,  creating  a  NHC  underwriting  category  in 
the  rate  book  pulls  expensive  members  out  of  the  non- 
institutional  underwriting  cells.  To  compensate, 
Brandeis  recalculated  the  AAPCC  formula  without  the  3 
percent  of  beneficiaries  who  were  most  severely 
impaired.  The  new  noninstitutional  underwriting  factors 
are  lower  and  maintain  the  internal  integrity  of  the 
formula.  That  is,  reimbursement  is  not  based  on  whether 
or  not  the  NHC  member  would  actually  have  entered  a 
nursing  home  in  the  absence  of  project  services,  or  on 
whether  the  member  enters  in  spite  of  services.  It 
simply  sets  up  a  system  of  fair  Medicare  compensation 
for  severely  impaired  members- -wherever  they  happen  to 
reside.  It  should  be  noted,  however,  that  the  compen- 
sation is  for  the  expected  cost  of  Medicare  acute-care 
services;  it  is  not  an  additional  "bonus"  for  long-term 
care. 

The  majority  of  the  other  third-party  payers — the 
four  state  Medicaid  agencies- -have  little  or  no 
experience  with  prospective  reimbursement  mechanisms, 
and  development  has  been  different  in  each  state.  Only 
one  of  the  Medicaid  programs  (California's)  has  ever 
prepaid  health  costs  for  the  elderly,  and  even  the 
California  formula  does  not  have  AAPCC-like  or  rate- 
book/case-mix adjustments  (Harrington,  Newcomer, 
and  Newacheck,  1982) .  The  SCAN  site  was  able  to  build 
on  recent  precedent  at  OnLok,  however,  where  the  state 
pays  a  separate  high  rate  for  NHC  beneficiaries'  full 
acute-and-chronic-care  costs  (Ansak  and  Zawadski, 
1983) .  California  will  use  a  two-category  rate  book  to 
pay  SCAN:  NHCand  non-NHC.  In  Minnesota  the  site  and 
state  agreed  in  advance  to  base  the  premium  on  a  rate- 
book-type formula  derived  from  state  spending  data.  In 
New  York  the  rates  for  separate  service  components  are 
being  negotiated  by  the  site  and  the  state.  Points  of 
reference  are  a  limited  set  of  Medicaid  spending  data 
and  the  site's  initial  finance  estimates.  In  Oregon, 
the  site  used  national  data  to  devise  Medicaid  adjust- 
ment to  its  S/HMO  community  premium  rate  buildup. 
However ,  the  state  had  difficulty  determining  the  poten- 
tial cost  impact  of  the  long-term  care  part  of  the 
site's  offer,  and  long-term  care  benefits  will  be 
excluded  pending  a  year -long  study  of  Medicaid  chronic- 
care  costs  outside  the  S/HMO.  Thus,  to  start  out,  only 
medical  benefits  will  be  included  in  the  S/HMO  for 
Medicaid  enroUees  in  Oregon. 

The  second  finance  issue  involved  the  fact  that 
available  data  and  methodologies  for  estimating  costs 
could  only  be  used  as  starting  points  for  capitation 
estimates.  Data  on  long-term  care  utilization  and  costs 
are  skimpy,  and  even  the  best  sources  (for  example. 
Triage;  Manitoba,  Canada;  Onlok;  and  M3GC)  had  to  be 
interpreted  in  light  of  differences  in  such  areas  as 
program,  benefits,  population  served ,  and  reporting  for- 
mat .  HMO  data  on  acute-care  costs  had  to  be  interpreted 
to  account  for  both  the  S/HMO '  s  older ,  poorer ,  and  more 
disabled  population  and  for  the  lack  of  HMO  experience 
at  some  sites .  Furthermore ,  existing  data  and  methodo- 
logies gave  little  guidance  on  two  key  issues:  (1)  how 
full  consolidation  would  affect  acute-care  utilization 
and  (2)  what  proportion  of  the  membership  would  use 
chronic-care  services.  Most  sites  made  relatively  con- 
servative assumptions  on  these  issues.  For  example, 
they  assumed  integration  with  chronic  care  would  not 
reduce  sponsor's/partner's  current  hospital  use  rates 
and  that  proportions  using  chronic-care  services  would 


not  be  much  lower  than  estimates  of  the  prevalence  of 
chronic  impairment. 


Managing  Risk  and  Uncertainty 

The  preceding  section  on  financing  problems  in  the 
current  system  shows  that  the  risk  for  experiencing 
chronic-care  costs  presents  an  either/or  situation — 
either  the  individual  or  Medicaid.  The  S/HMO  is  a  means 
of  giving  more  of  the  risk  to  another  party  in  the 
system,  that  is,  the  provider.  Giving  risk  to  providers 
is  consistent  with  the  principle  that  responsibility 
should  flow  from  control  (Leighton,  1979;Zelten,  1981), 
and  in  the  S/HMO  the  principle  is  operationalized 
through  prospective  capitation.  While  the  S/HMO  looks 
like  the  HMO  model  thus  far,  the  demonstration  sites 
will  not  follow  the  HMO  into  "full"  provider  risk — at 
the  start.  This  is  primarily  because  of  some  new 
unknowns  in  this  new  venture,  which  are  better  charac- 
terized by  the  term  uncertainty  than  risk.  That  is, 
there  are  known  outcomes  and  probabilities  for  risks, 
whereas  with  uncertainties,  outcomes  may  not  even  be 
known  (Knight,  1971).  For  example,  the  incidence  of 
stroke  is  a  known  risk,  whereas  the  change  in  informal 
family  support  in  the  context  of  more  formal  supports  is 
an  uncertainty. 

To  protect  S/HMO  providers  against  full  risk  for 
cost  overruns,  two  mechanisms  are  being  used.  First, 
and  most  significant  financially.  Medicare  is  allowing 
sites  to  limit  their  losses  (and  gains)  to  preset 
amounts.  Medicare  is  willing  do  so  by  establishing 
"risk  corridors"  (Leighton,  1979)  of  stated  amounts  of 
the  program's  aggregate  or  bottom-line  profits/losses. 
Sites,  state  Medicaid,  and  Medicare  will  each  be  respon- 
sible for  set  proportions  of  costs  in  the  corridors 
until  the  site  reaches  the  limit,  generally  1  percent  or 
2  percent  of  capitation  (that  is,  between  $150,000  and 
$250,000  over  the  first  year.  After  that.  Medicare  and 
Medicaid  are  responsible  for  additional  prof  it /losses. 
In  the  third  year,  the  government  will  not  share  risk. 
Second ,  sites  will  share  risk  with  members  who  are  or 
become  impaired.  This  will  be  done  through  coinsurance 
payments  of  10  percent  to  20  percent  on  chronic-care 
benefits.  Coinsurance  could  be  a  more  significant  form 
of  risk  sharing  at  higher  copay  proportions,  or  alter- 
natively, if  a  large  deductible  is  used.  In  any  case, 
coinsurance  reverts  to  100  percent  after  chronic-care 
benefits  are  exhausted. 

Thus,  the  S/HMO  model  is  shifting  some  risk  off 
the  shoulders  of  individuals  and  Medicaid  agencies, 
but  not  all  of  it.  Individuals  still  face  copayments 
and  the  prospect  of  exhausting  their  benefits,  and 
Medicaid  is  still  the  chronic-care  payer  of  last 
resort  for  those  individuals  who  spend  down.  However, 
the  S/HMO  should  slow  this  process  and  in  some  cases 
prevent  it.  Thus,  an  important  research  question  is, 
What  are  the  savings  to  Medicaid  programs  because  of 
reduced  spend-downs? 


The  S/HMO  and  the  Catch-22  of  Long-Term  Care 

This  overview  of  the  demonstration '  s  development 
shows  that  the  S/HMO  does  not  eliminate  the  Catch-22  of 
long-term  care,  but  if  successful  it  will  begin  to  break 
down  the  cycle.  First,  with  respect  to  finance  the 
S/HMO  takes  some  tentative  steps  in  bringing  private- 
insurance  mechanisms  into  comprehensive  chronic  care. 
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Private -insurance  principles  are  being  established 
through  the  private-pay  premium,  but  first  steps  have 
also  had  to  be  small.  At  least  to  start,  the  S/HMO's 
chronic-care  benefits  will  only  partially  bridge  the  gap 
between  no  coverage  and  full  coverage  of  the  risk  of 
catastrophic  chronic-care  expenditures.  In  contrast  to 
the  coverage  provided  by  limited  private  insurance, 
Medicaid  beneficiaries  who  join  the  S/HMO  will  have 
their  full  costs  covered  through  the  Medicaid  premium 
(except  as  noted  above  at  Kaiser  for  an  interim  period) . 
Thus,  despite  some  steps  forward  in  the  creation  of 
insurance  mechanisms ,  the  differential  coverage  of  chro- 
nic care  for  Medicaid  eligibles  and  noneligibles  will 
continue  within  the  S/HMO. 

It  is  also  important  to  point  out  that  Medicare 
plays  a  key  financial  role  in  creating  comprehensive 
care  even  though  it  does  not  directly  finance  long-term 
care  or  increase  its  current  level  of  spending.  It  does 
this  most  importantly  by  simply  agreeing  to  participate 
in  a  pooled  funding  system  that  includes  both  Medicaid 
funds  and  new  private-insurance  dollars.  And  in  the 
demonstration  it  has  taken  the  additional  step  of 
altering  the  AAPCC  underwriting  formula  to  pay  higher 
acute-care  rates  for  severely  disabled  beneficiaries.^ 
This  renders  providers  incentives  for  serving  a  key 
S/HMO  target  group. 

With  respect  to  the  Catch-22  syndrome  and  the 
delivery  of  long-term  care,  the  S/HMO  may  be  making 
more  important  steps .  The  program '  s  approach  to  service 
delivery  is  based  on  three  concepts  that  could  help  make 
a  full  range  of  community-based  and  institutional  long- 
term  care  insurable.  The  concepts  are  broad  enough  so 
that  they  could  be  incorporated  into  a  variety  of  orga- 
nizational and  service  delivery  models.  The  concepts 
are:  (1)  the  acute-and  chronic-care  systems  should  be 
integrated  into  a  single  system;  (2)  the  care  of  indivi- 
duals should  be  managed  across  the  system;  and  (3)  pro- 
viders should  work  in  the  context  of  controls  and/or 
incentives  to  be  efficient  in  their  use  of  limited 
resources,  especially  in  chronic  care. 

In  summary,  while  the  S/HMO  demonstration  must 
start  with  first  steps,  it  shows  some  promise  of 
breaking  out  of  the  Catch-22  of  long-term  care.  The 
steps  may  be  small  in  finance  (insurance)  but  large  in 
service  delivery.  It  is  a  setting  in  which  to  begin  to 
create  the  professional  experience  and  technology  to 
make  community-based  long-term  care  insurable,  and  to 
make  institutional  long-term  care  more  insurable.  If 
chronic  care  needs  can  be  managed  and  served  in  an  effi- 
cient, effective,  and  predictable  manner  in  the  S/HMO, 
finding  financing  will  be  an  easier  job  in  the  future. 


Discussion 

Although  the  S/HMO  has  generated  considerable 
interest,  it  is  important  to  remember  that  it  is  a 
demonstration  project.  Thus,  one  of  its  main  functions 
is  to  provide  new  bodies  of  knowledge.  Brandeis,  in 
conjunction  with  the  four  sites,  HCFA,  and  the  project's 
foundation  sponsors,  has  developed  a  research  agenda 
that  is  designed  to  explore  six  areas  of  study.  While 
space  will  not  permit  a  detailed  discussion  of  the 
agenda  here,  it  will  be  useful  to  highlight  the  major 
research  questions  for  each  of  the  six  areas. 


These  questions  are  presented  in  Table  3  by  sub- 
ject. In  addition  to  shedding  light  on  these  six  areas, 
the  S/HMO  affords  a  valuable  opportunity  for  geriatri- 
cians to  study  the  aging  process  and  the  effectiveness 
of  various  clinical  inventions.  The  potential  exists  to 
track  the  health  status  of  sixteen  thousand  older  per- 
sons,  using  a  common  assessment  methodology. 


Table  3 
Summary  of  Major  Research  Questions 


Marketing  And  Enrollment 

•  Can  a  balanced  insurance  risk  pool  be  maintained 
through  marketing  alone,  or  will  more  direct 
controls       such       as       queuing      be      needed? 

•  Who  joins  the  S/HMO  and  who  does  not? 

•  What  are  the  effects  of  local  HMO  competition 
and  of  adverse  selection? 

•  Who  chooses  to  reenroll ,  and  who  leaves  the  plan? 

•  What  types  of  marketing  approaches  are  most  ef- 
fective in  reaching  different  market  segments? 

Utilization  Cost 

•  Does  the  S/HMO  change  utilization  patterns?  If 
so,  what  ways? 

•  How  does  utilization  in  the  S/HMO  compare  to 
utilization  in  HMOs? 

•  Does  downward  substitution  of  services  occur?  In 
what  magnitude? 

•  How  do  changes  in  utilization  affect  costs? 

Benefits  And  Resource  Allocation  Rules 

•  What  long-term  care  benefits  should  be  included 
in  the  S/HMO? 

•  Will  the  S/HMO  develop  norms  of  practice  and 
allocation  rules  for  the  chronic-care  benefits 
that  are  equitable,  effective,  predictable,  and 
within  budget? 

•  Is  the  S/HMO  able  to  maintain  high  quality  even 
with  a  fixed  budget? 

Reduced  Medicaid  Spend-Down 

•  What  is  the  magnitude  of  Medicaid  savings  from 
reduced  or  delayed  spend-down? 

Informal  Care 

•  Do  the  S/HMOs  develop  innovative  programs  to 
maintain  and  improve  informal  care? 

•  Which  programs  work  best  in  terms  of  maintaining 

informal  care? 

•  What  are  the  consequences  to  the  informal 
caregiver? 


Finance 


®  See  page  6 1 , 


Are  there  better  methods  for  costing  out  S/HMO 
services,  such  as  adjusted  community  rates, 
actuarial  methods,  and  disability  groupings? 
What  are  fair  and  acceptable  methods  for 
determining  Medicare  and  Medicaid  payments  to 
the  S/HMO? 

What  types  of  risk  sharing  arrangements  among 
3rd  party  payers  and  providers  are  suitable? 
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It  is  important  to  be  open  about  potential  pitfalls 
of  the  S/HMO  concept  and  to  weigh  these  against  advan- 
tages and  opportunities.  As  the  developers  of  the  con- 
cept we  must  ask,  What  happens  if  it  really  works?  An 
underlying  assumption  of  the  S/HMO  is  that  the  whole 
will  be  more  powerful  than  the  sum  of  its  parts.  This 
is  a  hopeful  aphorism  if  one  is  taken  with  the  myths  of 
superheroes,  but  it  is  scary  if  one  is  reminded  more  of 
Dr.  Frankenstein's  monster.  The  key,  of  course,  is  in 
the  "creature's"  brain--its  motives,  its  knowledge,  its 
compassion.  The  Frankenstein  metaphor  can  be  pushed 
quite  far  with  the  S/HMO.  Do  we  as  a  society  want  to 
set  the  monster  free  and  let  providers  decide  who  to 
serve  with  what  benefits,  or  do  we  "keep  the  straps  on" 
and  require  certain  membership  characteristics,  bene- 
fits, and  so  on?  Do  we  want  to  give  the  creature  full 
power  in  the  form  of  full  risk,  or  do  we  "keep  the 
electrodes  on"  and  manage  the  flow  of  profits  or  losses? 
Do  we  want  to  let  any  provider  sponsor  a  S/HMO,  or  do  we 
screen  prospective  "brains,"  to  exclude  those  with 
strictly  profit-seeking  motives,  particular  organiza- 
tional affiliations,  or  questionable  records  with 
vulnerable  populations  (Greenlick,  1982).  The  metaphor 
is  fanciful,  but  the  concerns  are  real.  These  concerns 
are  being  faced  already  in  the  demonstration,  and 
finding  solutions  will  be  critical  if  the  model  is  to  be 
more  widely  implemented .  The  benefits  of  learning  about 
long-term  care  insurance  will,  it  is  hoped,  be  worth  the 
potential  dangers,  and  a  demonstration  setting  allows 
good  controls. 

There  are  two  other  aspects  of  expanding  insurance 
that  are  worth  mentioning  before  closing.  First, 
Medicaid  policymakers  must  decide  how  much  and  how 
quickly  to  turn  over  to  an  insurance  mechanism 
Medicaid's  current  responsibility  toward  those  who 
become  poor  because  of  high  medical  costs.  States  and 
general  federal  revenues  currently  support  such  spend- 
down  cases,  but  their  numbers  should  be  reduced  by  the 
S/HMO  and  by  other  private  long-term  care  insurance 
mechanisms.  Should  Medicaid  somehow  pay  into  such 
programs  as  a  reward  and  an  incentive  for  reducing 
sf)end-downs,  or  should  it  allow  these  costs  to  be 
shifted  by  only  paying  the  costs  of  those  who  are 
already  poor?  "Privatizing"  this  spending  too  quickly 
will  put  a  greater  burden  on  new  insurance,  thus  holding 
down  benefits  and  inhibiting  the  programs'  capacity  to 
reduce  spend-downs.  By  paying  into  such  programs--at 
least  at  the  start — the  government  could  follow  a  well- 
established  policy  of  encouraging  private  investment  in 
a  desired  direction. 

Second,  there  are  other  organizational  con- 
figurations for  S/HMOs  that  could  be  tested.  There  are 
no  practical  barriers  to  hospital  or  medical  center 
sponsorship.  While  hospitals  should  learn  from  Mercy 
Hospital's  withdrawal  from  the  demonstration,  it  should 
not  be  a  deterrent.  Links  to  other  long-term  care 
programs  are  also  possible.  For  example,  a  relationship 
with  a  S/HMO  could  open  up  a  bigger  market  for  a  life 
care  community  by  creating  a  noncampus  model.  Simi- 
larly, restriction  of  service  to  S/HMO  delivery  systems 
could  be  a  way  for  private  and  public  insurers  to 
address  the  issue  of  moral  hazard.  This  might  open  the 
way  for  insurance  for  community-based  chronic  care. 

Finally,  the  central  point  made  above  must  be 
reemphasized.  The  S/HMO 's  worth  as  a  model  and  a 
demonstration  will  be  measured  in  terms  of  how  effec- 
tively it  breaks  down  the  Catch-22  of  long-term  care. 
We  think  the  place  to  break  in  first  is  to  create  stan- 


dards and  norms  of  chronic-care  practice  that  yield 
cost-effective  resource  allocation  decisions.  The 
sites,  the  Brandeis  Health  Policy  Center,  HCFA, 
and  the  foundation  partners  have  made  this  the  primary 
area  of  ongoing  developmental  research  in  the  operations 
phase.  As  we  learn  more  about  managing  services  and 
members  needs,  deeper  chronic-care  benefits  must  be 
tested . 
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THE  IMPLEMENTATION  OF  A  SOCIAL/HEALTH  MAINTENANCE  ORGANIZATION 


Dennis  L.   Kodner,   Elderplan 


This  paper  will  center  on  five  aspects  of  our  exper- 
ience in  mounting  a  Social/HMO  demonstration  project. 
First  it  will  describe  Metropolitan  Jewish  Geriatric 
Center  (MJGC)  of  which  Elderplan,  Inc.  is  a  subsidiary. 
It  is  because  of  MJGC's  evolution  that  Elderplan  has  be- 
come part  of  the  S/HMO  national  experiment .  Second ,  it 
will  discuss  the  key  opportunities  and  obstacles  that 
Elderplan  faces  in  developing  a  S/HMO  from  the  ground 
up  and  in  putting  together  a  successful  demonstration. 
Third,  it  will  paint  a  picture  of  Elderplan 's  market  area 
and  service  system;  this  description  should  provide  a 
sense  of  our  site  's  unique  environmental  context  and  cir- 
cumstances. Fourth,  it  will  touch  on  some  key  technical 
issues  faced  during  the  last  two  years  of  planning .  And 
finally,  it  will  convey  what  Elderplan 's  and  indeed 
MJGC'S  expectations  are  for  the  S/HMO  and  where  the 
program  fits  into  our  future  plans. 


MJGC  and  the  S/HMO  Approach 

Metropolitan  Jewish  Geriatric  Center  is  a  large, 
voluntary,  nonprofit,  multilevel  long-term  care  insti- 
tution with  an  extensive  array  of  community-based 
services .  The  MJGC  consists  of  915  Skilled  Nursing  Fac- 
ility (SNF)  and  Intermediate  Care  Facility  (ICF)  beds, 
in  two  Brooklyn  locations.  One  is  in  the  Boro  Park 
section  and  the  other  is  in  Coney  Island  or  "Medicare- 
by-the-Sea,"  as  many  health  care  providers  know  the 
community.  MJGC  was  started  in  1907  as  a  home  for  the 
aged. 

Brooklyn  is  one  of  New  York  City's  five  boroughs 
and  the  home  of  approximately  one-quarter  of  the  city's 
total  elderly  population ,  or  something  on  the  order  of 
290,000  people  over  the  age  of  65.  The  seven  zip-code 
area  that  Elderplan  will  serve  is  located  in  the  south- 
western part  of  the  borough.  In  this  highly  concentrated 
urban  area,  there  are  82,000  seniors  who  live  within  a 
mile  of  our  ambulatory  care  center.  This  tremendous 
number  of  older  people  makes  the  area  an  ideal  place  to 
test  a  S/HMO. 

In  addition  to  its  inpatient  service,  MJGC  operates 
a  geriatric  day  hospital,  a  state-licensed  and  Medicare- 
certified  hospice,  an  inpatient  respite  unit  which  we 
call  the  visiting  resident  program,  a  Medicaid-waivered 
nursing  home  without  walls  program,  a  certified  home 
health  agency,  an  in-home  emergency  alert  response 
system,  transportation  for  the  elderly  and  handicapped, 
and  an  institute  for  the  study  of  aging  and  long-term 
care.  At  present,  MJGC  is  also  working,  as  part  of  a 
network  of  community  organizations,  to  develop  special 
housing  for  the  elderly.  In  fact,  the  final  part  of 
this  paper  will  briefly  address  how  a  housing  component 
might  be  linked  to  the  S/HMO. 

It  is  the  philosophy  of  MJGC  that  nursing  homes — 
long  considered  a  major  culprit  in  the  long-term  care 
crisis — can  become  part  of  a  creative  solution  to  the 
complex  problem  of  meeting  the  needs  of  the  frail  and 
chronically  impaired  elderly.     In  fact,  those  at  MJGC 


are  concerned  that  some  people  feel  that  nursing 
homes  somehow  created  all  of  the  problems  we  are  now 
facing  in  the  long-term  care  field.  1  think  that  the 
efforts  of  multilevel  facilities  throughout  the  country 
clearly  demonstrate  that  nursing  homes  as  well  as  other 
institutional  providers,  such  as  hospitals,  can  shape 
effective,  innovative  long-term  care  approaches.  The 
multipurpose,  multilevel  geriatric  center--if  properly 
designed — can  become  the  flexible  base  for  long-term 
care  services  within  the  context  of  different  living 
arrangements. 

The  long-term  care  facility  already  offers  a 
large  cluster  of  services,  and  therefore  its  existing 
institutional-based  programs,  staff,  and  resources  can 
be  expanded  and  redirected  to  provide  care  outside  the 
facility's  walls.  The  S/HMO  is  an  important  part  of  our 
plan  to  transform  from  a  multilevel  chronic  care  center 
into  a  comprehensive  gerontological  health  care  system 
for  both  the  well  and  the  impaired  elderly.  We  have 
come  to  the  conclusion  after  many  years  of  experience 
that  one  of  the  best  ways  to  take  care  of  the  problems 
of  vulnerable  and  disabled  older  people  is  to  provide 
appropriate  services  to  them  while  they  are  still  well. 
Obviously,  preventive  health  care  is  an  important  thrust 
of  the  S/HMO  model. 

In  August  1981  MJGC  was  designated  by  the 
University  Health  Policy  Consortium  (UHPC)  at 
Brandeis  University  and  by  the  Health  Care  Financing 
Administration  (HCFA)  as  the  nation's  first  S/HMO 
site.  MJGC  was  interested  in  becoming  a  prototype 
S/HMO  site  for  six  major  reasons.  First,  it  would 
be  very  difficult  to  convert  our  existing  organization 
into  the  comprehensive  system  just  described.  It  seemed 
that  the  S/HMO,  by  its  very  design,  would  help  resolve 
many  of  the  complicated  financial  and  service  delivery 
obstacles  that  we  would  face.  Second,  there  are  many 
unmet  health  care  needs  among  the  elderly  in  our  com- 
munity. We  at  MJGC  believe  the  S/HMO  will  provide  a 
range  of  benefits  that  are  not  widely  available  in  our 
service  area.  Third,  the  S/HMO  will  permit  financial 
control  over  a  large  resource  pool  and  will,  it  is 
hoped,  eliminate  uneven  case  flow  and  multiple  third- 
party  billings.  Fourth,  if  the  S/HMO  is  successful,  it 
will  contribute  to  our  stability  and  growth  in  client 
demand ;  it  will  also  allow  us  to  compete  successfully  in 
the  emerging  competitive  market. 

Fifth ,  the  S/HMO  represents  a  public/private  part- 
nership. Patrice  Feinstein  has  suggested  that  the  S/HMO 
is  a  public  approach,  but  this  might  not  be  the  best 
description.  The  quality  that  attracted  MJGC  most  to 
this  experiment  was  that  it  merges  public  and  private 
sector  interests  in  reforming  the  health  care  system 
for  the  elderly. 

We  believe  the  S/HMO  strategy  can  best  define 
and  demonstrate  the  value  of  nongovernmental  action  and 
investment  in  long-term  care  and  the  health  care  field 
in  general.  If  the  S/HMO  is  a  viable  option,  it  will 
encourage  other  providers--long-term  care  institutions, 
hospitals,   HMOs,  and  community  agencies--to  assume 
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greater  responsibility  for  providing  total  health 
coverage  for  aging  populations  in  their  own  communities. 
Private  long-term  care  insurance  may  also  apear  on  the 
scene,  thus  taking  pressure  off  the  Medicare  and  Medi- 
caid programs. 

Sixth,  the  S/HMO  offers  a  consolidated  form  of 
case  management.  In  the  S/HMO,  financing,  delivery, 
and  service  coordination  are  combined  under  one  roof. 
From  our  point  of  view ,  such  consolidation  is  preferable 
to  free-standing  "broker"  models  like  "channeling."  The 
coordination  and  integration  of  services  cannot  begin  to 
ensure  appropriate  and  quality  health  care  for  older 
people,  and  save  money  at  the  same  time,  unless  the 
much-talked-about  case  management  function  is  deeply 
embedded  in  the  delivery  system. 


Advantages  and  Problems 

What  are  the  key  opportunities  and  obstacles  in 
developing  the  S/HMO?  The  opportunities  include  a 
large,  untapped  market — more  than  80,000  elders--with 
no  major  HMO  competition  serving  the  Medicare  market . 
In  fact,  one  might  view  all  of  New  York  City  as  the 
potential  market .  Another  advantage  is  that  M3GC  is  the 
principal  provider  of  institutional  and  community-based 
long-term  care  in  Brooklyn.  The  center  is  recognized 
both  locally  and  nationally  as  a  leader  and  innovater  in 
the  long-term  care  field;  it  has  also  established  strong 
community  links,  which  we  believe  will  be  useful  in 
marketing  the  S/HMO .  Finally ,  we  have  both  an  excellent 
understanding  of  how  to  provide  care  to  impaired  people 
in  institutional  settings  and  a  practical  appreciation 
of  the  new  technology  of  community  care. 

As  for  the  obstacles  there  are  three.  First,  there 
is  the  challenge  of  building  an  HMO-like  system  and  a 
medical  group  from  scratch.  There  are  several  different 
organizational  sponsors  in  this  research  and  demonstra- 
tion project.  Part  of  the  external  evaluation  will  be 
the  evaluation  of  how  well  each  of  us  handles  the  or- 
ganization and  delivery  of  services  within  the  S/HMO 
structure.  For  MJGC,  it  will  be  a  major  challenge  to 
learn  how  to  develop  and  operate  an  acute  care  system 
and  to  tie  these  services  to  long-term  care. 

The  second  obstacle  involved  raising  needed  funds, 
including  planning,  development,  and  working  capital. 
With  the  exception  of  Medicare  and  Medicaid  capitation 
during  our  operational  phase — obviously  not  an  insub- 
stantial source  of  funding — no  goverment  money  has  been 
involved  in  starting  up  this  demonstration.  This  is  a 
major  departure  from  past  federal  health  policy  initia- 
tives. At  our  site  alone,  Elderplan  has  managed  to 
raise  $2.7  million  in  grants  and  loans  from  a  number 
of  sources,  including  our  sponsor,  M]GC,  and  eight  nat- 
ional and  local  foundations. 

These  include  the  Florence  V.  Burden  Foundation, 
the  3ohn  A.  Hartford  Foundation,  the  Robert  Wood 
Johnson  Foundation,  Morgan  Guaranty  Trust  Company, 
New  York  Community  Trust,  the  Pew  Memorial  Trust, 
the  Retirement  Research  Foundation ,  the  Scheuer 
Family  Foundation,   and  United  Hospital  Fund. 

Finally,  in  mounting  the  S/HMO  demonstration 
project,  M3GC  faced  a  complicated  and  uncertain 
demonstration  environment.  The  S/HMO  project 
represents  the  most  challenging  demonstration  the 
center  has  yet  undertaken. 


Delivery  of  Services 

This  section  will  describe  Elderplan 's  target  pop- 
ulation and  the  broad  outlines  of  our  delivery  system. 
In  order  to  operate  the  S/HMO,  Elderplan  has  formed 
a  voluntary,  not-for-profit  satellite  corporation. 
Elderplan  is  currently  completing  licensure  requirements 
to  become  an  HMO  in  New  York  State.  Anticipated 
enrollment  is  i^ ,000  people  in  roughly  eleven  months. 
Marketing  studies  indicate  that  this  5  percent  pene- 
tration of  the  local  market  should  not  be  difficult 
to  achieve.  We  estimate  that  17.5  percent  of  members 
will  be  moderately  or  extremely  impaired  and  21  percent 
of  anticipated  enrollment  will  consist  of  Medicaid- 
eligible  individuals. 

Geriatric  Medicine  Associates  (GMA),  the  plan's 
medical  group,  was  developed  in  conjunction  with  the 
Division  of  Geriatrics  and  Gerontology  at  Cornell 
University  Medical  College.  GMA,  a  free-standing  pro- 
fessional corporation  (PC),  is  actually  a  "captive" 
entity  which  will  deliver  medical  services  only  to  our 
enroUees.  It  will  provide  primary  care  by  geriatricians, 
internists,  and  midlevel  practitioners  (physician's 
assistants  and  nurse  practitioners).  Group  doctors 
will  arrange  for  specialty  care  in  the  form  of  referrals 
to  local  private-practice  physicians.  Elderplan  has 
service  agreements  with  two  community  hospitals .  M3GC 
will  deliver  the  entire  gamut  of  long-term  care  ser- 
vices, and  other  community  vendors  will  be  used  for  the 
other  services  contained  in  the  S/HMO  benefit  package. 


Technical  Issues 

The  first  technical  issue  involved  determining  the 
market  and  development  of  a  marketing  strategy.  Al- 
though the  experience  of  conventional  HMOs  was  some- 
what useful,  Elderplan  had  to,  in  effect,  find  a  new 
method  of  delineating  market  potential  and  of  shaping 
marketing  strategies  unique  to  older  adults.  We  re- 
jected the  mass-marketing  approaches  traditionally  used 
by  HMOs  early  on.  Based  on  our  long-term  care  exper- 
ience at  M3GC  and  our  appreciation  of  the  potential  risk 
of  adverse  selection,  Elderplan  adopted  a  community  out- 
reach approach,  with  careful  use  of  mailings  and  other 
kinds  of  targeted  promotional  activities. 

Our  marketing  theme  is  "Elderplan  adds  health  to 
your  years  and  takes  the  worry  out  of  Medicare!"  This 
approach  goes  to  the  heart  of  what  we  learned  about  the 
elderly  from  our  telephone  survey  and  focus  groups. 

Second ,  capitation  development  proved  to  be  an  ex- 
tremely complicated  activity.  It  was  quite  difficult  in 
"building  up"  utilization  projections  and  Medicare  and 
Medicaid  cost  estimates .  Achieving  member  balances  and 
managing  risk  and  uncertainty  were  also  of  concern.  We 
therefore  carefully  examined  the  benefit  structure,  var- 
ious premium  and  copay  options ,  and  the  use  of  a  queuing 
strategy,  in  order  to  assure  a  balanced  and  represen- 
tative mix  of  enroUees  vis-a-vis  functional  health 
status.  However,  we  have  been  warned  by  our  actuarial 
consultant  that  even  with  our  "state-of-the-art"  pro- 
jections, our  actual  experience  may  turn  out  to  be  quite 
different. 

Organizing  the  provider  network  and  negotiating 
the  complex  regulatory  environment  also  proved  to  be 
formidable  tasks.  Earlier  I  mentioned  our  efforts  to 
establish  an  almost  entirely  new  medical  care  program 
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for  the  S/HMO .  In  New  York ,  an  atypically  large  number 
of  state  government  agencies  are  involved  in  alternative 
health  care  systems  development.  On  the  state  level, 
Elderplan  works  closely  with  the  Office  of  Health 
Systems  Management,  the  Insurance  Department,  the 
Department  of  Social  Services  (that  is,  the  state  Medi- 
caid agency) ,  and  the  Bureau  of  the  Budget.  Because  the 
city  pays  for  one-quarter  of  the  Medicaid  budget,  the 
local  Human  Resources  Administration  is  involved,  as  is 
the  city's  Board  of  Estimate,  which  must  give  final 
approval  to  our  Medicaid  contract.  On  the  federal 
level,  there  is  HCFA.  It  has  taken  well  over  a  year  to 
get  all  of  these  federal,  state,  and  city  Lgencies  to 
work  smoothly  in  concert  with  us. 


MJGC/ Elderplan  Expectations 

By  the  same  time  the  S/HMO  demonstration  is  over 
(some  time  in  1987) ,  we  expect  to  have  enrolled  8,000 
to  10,000  people  aged  65  and  over.  The  expansion  of 
our  benefit  package  is  also  possible  in  the  future.  De- 
pending on  our  actual  experience,  it  may  be  possible  to 
increase  the  length  of  our  coverage  of  long-term  care  to 
365  days.  Housing  is  obviously  an  important  part  of  the 
long-term  care  problem.  We  therefore  plan  to  examine 
what  the  S/HMO  can  reasonably  accomplish  in  this  area. 


Perhaps  merging  the  S/HMO  and  life  care  community 
concepts  makes  sense .  However ,  we  do  not  know  if  such  a 
combination  is  possible  in  an  urban  area  such  as  ours. 
It  is  our  belief  that  the  S/HMO  not  only  has  the  poten- 
tial to  make  health  care  services  and  financing  for  the 
elderly  more  efficient,  but  also  to  improve  the  quality 
of  older  people's  lives.  Therefore,  we  are  thinking 
about  providing  volunteer  opportunities  and  even  food 
co-oping.  An  Elderplan  food  co-op,  for  example,  would 
help  members  keep  food  costs  down  and  would  serve  as  a 
focal  point  for  nutritional  education  and  counseling 
activities.  It  might  even  attract  increased  enrollment 
in  the  plan . 

After  the  national  demonstration  ends,  Elderplan 
hopes  to  continue  as  a  federally-qualified  HMO  under 
TEFRA.  We  look  forward  to  enrolling  seniors  in  other 
boroughs  of  New  York  City  and  in  adjacent  communities. 
We  believe  that  the  S/HMO  may  be  one  of  the  most 
sensible  and  creative  new  approaches  to  the  health  needs 
of  the  elderly,  especially  during  these  times  of  growth 
in  the  older  population,  increasing  health  care  costs, 
and  diminishing  government  funds  to  meet  these  costs. 
I  hope  I  have  effectively  communicated  Elderplan 's 
interest  in  the  S/HMO  model  and  our  sense  of  enthusiasm 
and  expectation  for  this  health  care  model  in  the 
future. 
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CHAPTER  5 


HOUSING 


HOUSING:  THE  WHERE  IN  THE  CONTINUUM  OF  CARE 


Louis  Eo   Gelwicks,   Gerontological  Planning  Associates 


Introduction 

Forty-three  years  ago,  in  an  article  on  plan- 
ning for  the  older  years,  Ollie  Randall,  one  of  this 
country's  pioneers  in  the  field  of  aging,  pointed  out 
what  social  researchers  and  gerontologists  have  proven 
but  the  marketplace  often  overlooks.  She  said  that  the 
elderly  are  individuals  with  varied  needs  and  desires. 
There  is  no  single  plan  of  living  arrangement  suitable 
for  a  person  just  because  she  or  he  is  old.  She  empha- 
sized that  the  variables  to  be  considered  in  planning 
environments  for  older  people  are  personal  choice,  and 
psychological,  economic,  social,  and  health  require- 
ments. The  last  variable,  health,  implying  good  health, 
has  been  a  critical  component.  The  paradox  is  that  good 
health  contributes  to  longevity  and  longevity  has  become 
an  ever  more  serious  factor  in  rising  health  care  costs. 
Long-term  care  is  one  of  the  most  expensive  components 
of  our  health  care  system  and,  therefore,  a  most 
appropriate  subject  for  this  conference.  One  might  ask, 
however,  why  we  are  devoting  time  to  the  subject  of 
housing  in  a  conference  on  long-term  care  financing  and 
delivery  systems. 

Although  housing  is  important  for  a  variety  of 
reasons,  the  primary  reason  for  discussing  the  subject 
is  that  housing  for  the  older  person  is  more  than  a 
remote  antecedent  to  long-term  care.  Housing  has  a 
significant  impact  upon  the  older  person's  behavior  and 
well-being  and  upon  the  delivery  of  health  and  long-term 
care  services.  The  individual's  home  is,  after  all,  the 
place  where  the  older  person  spends  the  overwhelming 
majority  of  time,  and  the  place  where  health  and  social 
services  must  be  delivered  with  ever-increasing  fre- 
quency if  we  are  to  avoid  the  bankruptcy  of  our  health 
system . 

Housing  has  many  facets  and  forms,  but  it  is  never 
merely  shelter.  It  is  always  more  or  less  than  shelter. 
The  degree  to  which  housing  is  more  than  shelter  deter- 
mines the  degree  to  which  housing  will  contribute  to  the 
nealth  of  the  individual.  The  individual  dwelling  unit 
is  where  most  elderly  live  and  wish  to  remain.  However, 
millions  of  elderly  live  in,  and  desire,  age -congregate 
living  accommodations  where  they  benefit  from  econo- 
mies of  scale,  concentrated  services,  and  a  high  degree 
of  life  satisfaction. 

Table  1 

Age-Congregate  Settings 

Type  of  Housing  Services  Offered 


Table   1 ,   continued 


Retirement  community 
detached  homes; 

Housing  for  the  elderly, 
apartment,  or  condo- 
minium complex; 

Mobile  home  park; 

Retirement  hotel; 

Shared  housing. 


Services  often  avail- 
able on  a  fee-for- 
service  basis  but 
must  be  found  and 
coordinated  by  the 
individual.      Some 
support  from  peer 
group  relationships. 


Congregate  housing; 
Child's  or  relative's 

house; 
Retirement  living 

center . 


Congregate  housing 
usually  implies 
apartments  with  at 
least  one  meal  pro- 
vided.    Management 
assumes  responsibi- 
lity for  well-being 
of  individual  above 
normal  landlord  re- 
lationships. 


•  Board  and  care  home; 

•  Residential  care  or 

assisted  care  living 
facility. 


Relatively  small 
facilities  for  de- 
pendent persons  re- 
quiring assistance 
in  daily  living   (per- 
sonal care)   but  not 
skilled  nursing  care. 


•  Home  for  the  aging; 

•  Continuing  care 

retirement  community; 

•  Life  care  community. 


Names  which  usually 
connote  a  wide  range 
of  services  and  fa- 
cilities on  one  cam- 
pus or  in  one  building 
for  both  independent 
and  dependent  elderly, 
including  health  care. 


•  Nursing  home;  Complete  care  for 

•  Intermediate  care  totally  dependent 

facility;  individuals. 

•  Skilled  nursing 

facility; 

•  Geriatric  hospital. 

Age-congregate  living  accommodations  are  found  in 
many  forms  and  under  a  variety  of  names.  Table  I  cate- 
gorizes this  kind  of  housing  into  five  groups,  which 
range  from  housing  for  highly  independent  individuals  to 
the  institutionalization  of  the  nursing  home. 

Although  numerous,  housing  alternatives  are  quite 
limited  when  compared  with  the  variety  of  consumers  for 
whom  we  create  housing  and  long-term  care  services .  The 
question  is,  who  is  our  consumer?  For  whom  do  we  wish 
to  create  the  product?  Housing  obviously  must  be  deve- 
loped to  meet  both  the  need  and  the  demand  of  a  great 
diversity  of  people,  of  varying  ages  and  degrees  of 
frailty.  Need  and  demand,  however,  are  not  necessarily 
synonymous.  The  "experts"  most  often  define  need.  It 
is  the  consumer  who  determines  demand. 

All  too  often  we  create  housing  and  long-term  care 
services  based  on  the  expert  professional's  view  of 
need,  but  when  we  ignore  consumer  demands,  we  are 
violating  one  of  the  cardinal  principles  of  marketing. 
In  marketing,  the  first  step  is  to  find  out  who  the  con- 
sumers are  and  what  they  want .    The  second  step  is  to 
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call  in  the  experts  to  develop  ways  for  meeting  these 
desires.  If  housing  is  to  contribute  to  the  health  of 
the  elderly,  it  must  be  designed  in  a  way  that  is  sen- 
sitive to  these  desires.lt  must  satisfy  the  consumer. 

Today  we  are  confronted  with  a  new  generation  of 
elderly,  a  generation  that  is  better  educated,  more 
affluent,  more  mobile,  and  more  selective  than  those 
preceding  it.  We  are  also  experiencing  a  variety  of 
social  and  economic  events  that  will  have  a  significant 
impact  on  future  generations  of  elderly  and  their  needs, 
preferences,  and  demands  for  health  services  and 
housing.  Consider,  for  instance,  the  range  of  needs  and 
wants  of  the  two  generations  of  elderly  found  in  many 
families.  The  housing  and  service  requirements  of 
65-year-old  individuals  caring  for  85-year-old  parents 
differ  greatly  from  those  living  under  different  cir- 
cumstances. 

Women  have  been  entering  the  work  force  in  un- 
precedented numbers .  More  than  50  percent  of  the  women 
between  the  ages  of  18  and  6^*  are  now  employed.  This 
trend  will  mean  an  increase  in  future  retirement  bene- 
fits and  pensions.  It  also  suggests  that  women  with 
work  histories  will  be  far  better  educated  and  prepared 
as  widows  than  their  mothers  were.  A  life  experience 
of  financial  management,  self-reliance  and  independent 
decision  making  will  make  the  female  market  even  more 
demanding  than  it  is  today.  Values  are  changing  and 
will  continue  to  do  so  rapidly. 

Undoubtedly,  one  of  the  greatest  and  relatively 
unheralded  events  that  will  have  an  impact  on  the 
elderly  population  is  the  tidal  wave  of  military 
veterans  who  are  approaching  the  age  of  65 .  At  present 
there  are  only  2.7  million  elderly  veterans.  By  1995, 
there  will  be  more  than  8  million.  In  fact,  by  that 
same  year,  60  percent  of  all  American  men  over  65  will 
be  veterans.  These  older  veterans  and  their  families 
have  been  the  recipients  of  major  benefits  throughout 
their  lifetimes:  home  loans,  educational  grants,  health 
insurance,  employment  preference,  pensions,  and  com- 
pensation pay . 

These  benefits,  and  the  life  experiences  that  they 
provide,  greatly  changed  the  socioeconomic  status  and 
the  expectations  of  this  age  cohort  and  its  children. 
Wore  educated,  mobile,  and  affluent  than  preceding 
generations,  this  new  generation  of  elderly  will  put 
great  pressure  on  society  and  the  marketplace.  It  is 
doubtful  that  they  will  allow  their  benefits  to  be 
decreased,  and  their  standards  for  facilities  and  ser- 
vices are  high .  It  should  be  further  noted  that  there 
are  5.8  million  Korean  conflict  veterans  (with  an 
average  age  of  50)  and  some  11  million  younger  veterans 
of  the  post-Korean  conflict  era  and  Vietnam  who  will  be 
the  future  residents  of  the  housing  we  plan  today . 


Concepts,  Issues,  and  Barriers  to  Implementation 

The  rest  of  this  paper  will  present  the  concepts, 
issues,  and  barriers  to  implementation  which  can  affect 
the  role  of  housing  in  long-term  care  for  the  elderly. 
Concepts  and  issues  will  be  described  first. 


The  Continuum  of  Care 

The  first  concept  for  consideration  is  that  of  the 
continuum  of  care.    Surely  it  is  not  a  new  thought,  but 


it  is  an  important  one.  Long-term  care,  most  generally 
thought  of  as  institutionalization,  is  but  a  portion  of 
the  life-long  continuum  of  care  and,  as  such,  is  most 
effectively  analyzed  and  implemented  with  the  other 
segments  of  that  continuum.  The  same  is  true  of 
housing.  Each  segment  is  an  important  component  of  a 
support  system  which  can  never  be  cost-effective  when  it 
is  developed  ,  designed ,  or  implemented  in  isolation  from 
the  other  segments. 


The  Continuum  of  Care 


©/Family  "\ 
(Volunteerd  ^.    „- 
,                                       ^^ ^          f  \ 

Canter    J  (      1-C.F.    1 


Figure  1 


As  illustrated  in  figure  1 ,  the  continuum  of  care 
is  made  up  of  three  basic  elements:  the  setting,  the 
services,   and  the  connectors. 

In  the  outer  ring  of  circles  are  examples  of  the 
places  or  settings  in  which  the  elderly  receive 
services.      These  settings  include: 

•  Housing  for  the  elderly,   including  all  forms. 

•  Hospitals. 

•  Skilled  nursing  facilities   (SNF). 

•  Intermediate  care  facilities   (ICF). 

•  Medical  office  buildings. 

•  Senior  centers. 

•  Day  care  centers. 

•  Hospice  inpatient  facilities. 

The  inner  ring  of  circles  illustrates  some  of  the 
services  and  support  that  the  elderly  receive,  includ- 
ing: 

•  Home  care. 

•  Discharge  planning. 

•  Health  screening. 

•  Family,   volunteers,   and  friends. 

•  Education. 

•  Meals  on  wheels. 

•  Fitness  and  wellness. 

•  Counseling. 

The  setting  and  the  services  are  linked,  or  not 
linked,    by    connectors.       The    effectiveness    of    each 
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element  depends  upon  the  quality  and  appropriateness  of 
the  other,  and  the  information  and  referral  between 
them.  Case  management  is,  in  effect,  the  glue  that 
holds  the  continuum  of  care  together  for  the  elderly 
person . 

The  reality  that  this  carefully  organized  diagram 
represents  is  in  fact  a  chaos,  with  too  few  connectors 
or  linkages  and  very  little  management.  Nevertheless, 
it  reinforces  one  point.  Private,  public,  and  community 
settings  and  services  are  all  essential  if  we  are  to 
maintain  a  cost-effective  and  comprehensive  continuum 
of  care  based  upon  the  elderly  person's  needs  and 
demands. 

One  attempt  to  provide  a  complete  continuum  of 
care  on  a  single  site  takes  the  form  of  the  continuing 
care  retirement  community  (CCRC) .  Such  communities 
provide  a  unique  and  worthwhile  service.  The  distinct 
advantage  of  the  CCRC  as  a  financial  model  is  that  indi- 
viduals pay  in  advance  for  future  health  care  costs. 
However ,  such  communities  will  never  serve  more  than  a 
small  portion  of  the  total  market.  We  need  every  small 
piece  in  the  puzzle  to  complete  the  picture,  but  the 
continuum  we  need  to  develop  at  local  levels  is  one 
which  creates  a  constellation  of  services,  settings,  and 
connectors,  utilizing  new  components  as  well  as  those 
already  in  place.  This  continuum  should  reinforce,  not 
substitute  for,  the  natural,  informal,  volunteer,  and 
helping  network  which  plays  a  vital  role  in  the  lives  and 
health  of  most  elderly  persons. 


Selective  Intervention 

The  second  concept  is  that  of  selective  inter- 
vention. The  ability  of  an  individual  to  function 
within  any  setting  depends  on  his  or  her  capabilities 
and  the  characteristics  of  that  setting.  The  relation 
between  these  elements  determines  his  or  her 
environmental  competence . 

The  purpose  of  bringing  people  together  in  the  most 
favorable  environment  is  to  enhance  their  ability  to 
perform  and  develop  their  independence.  The  key 
problems  remain  in  matching  individuals  with  the 
appropriate  type  of  setting,  the  one  best  suited  to 
their  needs  and  resources.  When  the  environment  does 
not  match  the  individual  ,  people  have  shown  remarkable 
ability  to  adapt.  However,  such  adaptation  to  an 
initially  inappropriate  environment  consumes  energy  and 
personal  resources  which  could  be  put  into  enjoying  life 
or  contributing  to  the  lives  of  others.  In  addition, 
there  is  the  fact  that  not  all  people  are  able  to  adapt 
so  well. 

One  pays  a  price  to  adapt.  The  person  may  have  to 
relinquish  some  of  his  individuality  to  conform  to  a  new 
situation,  or  adopt  a  lifestyle  that  precludes  the  pur- 
suit of  former  activities.  Independence  may  have  to  be 
sacrificed  to  an  environment  that  expects  either  too 
much  or  too  little  from  the  individual.  When  we  reduce 
independence,  we  raise  the  cost  of  health  care.  Envi- 
ronmental competence  is  the  individual's  ability  to 
function,  through  a  combination  of  capability  (self- 
reliance)  and  support  from  others.  As  illustrated  in 
figure  2,  such  competence  is  optimized  when  both  ele- 
ments occur  within  the  individual's  range  of  adapta- 
bility. As  a  matter  of  fact,  the  individual  can  only 
operate  positively  within  this  range.  We  might  conclude 
that  it  is  here  that  the  individual's  functional  ability 
matches  his  environmental  satisfaction. 


Environmental  Competence 
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Figure  2 


The  concept  implies  that  when  high  ability  is 
matched  by  low  supports,  the  individual  is  able  to  maxi- 
mize his  independence.  If  ability  declines,  environmen- 
tal supports  must  increase  in  order  for  the  individual 
to  function  at  his  highest  level.  If  environmental  sup- 
ports, on  the  other  hand,  are  not  increased  when  needed, 
the  individual  will  be  overstressed  and  unable  to  cope. 
By  the  same  token ,  the  theory  maintains ,  if  environmen- 
tal support  is  too  high  for  the  individual's  ability,  he 
will  experience  boredom,  sensory  deprivation,  or 
excessive  dependency .  Such  is  the  case  when  nursing 
home  patients  are  kept  in  bed  and  all  supportive  ser- 
vices are  brought  to  them. 


If  we  are  to  reduce  health  care  costs,  we  must 
provide  supports  on  a  selective-intervention  basis  which 
neither  over-nor  undersupport  the  individual.  There 
must  be  a  variety  of  housing  types  and  services  in  local 
communities  ,  in  order  to  permit  people  to  select  the 
best  intervention  at  any  given  time,  over  a  period  of 
years . 

Feasibility 

One  issue  which  I  believe  is  of  paramount  concern 
in  the  field  of  housing  for  the  elderly  is  that  of 
feasibility.  We  have  in  recent  years  witnessed  an 
inordinate  number  of  financial  failures  in  elderly 
housing,  congregate  living,  and  life  care  communities. 
In  the  opinion  of  many,  these  failures  have  resulted 
from  inadequate  project  feasibility  analysis.  These 
failures,  unfortunately,  are  causing  a  loss  of  faith  in 
the  marketplace  and  doing  considerable  damage  to  many 
sponsors  who  have  provided  outstanding  services  to  the 
elderly  over  the  past  decades. 

The  primary  inadequacy  in  project  feasibility 
analysis  has  been  a  tendency  to  treat  financial  feasibi- 
lity, market  feasibility,  product  design,  and  marketing 
as  independent  functions  when  ,  in  fact ,  they  are  comple- 
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tely  interdependent  factors  within  a  determination  of 
overall  project  feasibility.  It  is  important  to  weigh 
each  factor  equally.  Some  projects  look  financially 
feasible  on  paper  but  in  practice  cannot  be  sold  to  the 
selective  elderly  consumer. 

A  continuing  care  retirement  community,  for  ex- 
ample, offers  a  wide  diversity  of  services  and  living 
accommodations  (each  of  which  may  offer  a  different 
return  on  the  investment  and  a  different  appeal  to  the 
market) ,  but  none  of  these  attractions  compensate  for  a 
site  that  will  not  "sell"  to  the  elderly  consumer.  Many 
elderly  projects  with  very  promising  financial  and 
market  projections  have  failed  because  the  marketing 
budget  was  too  low  or  the  marketing  effort  was  directed 
at  the  wrong  target  market .  Housing  for  the  elderly  is 
now  being  offered  to  better  educated  and  more  sophisti- 
cated customers.  There  are  few  simple  solutions  to 
feasibility  problems  in  today's  marketplace. 


What  Can  We  Do  for  the  Elderly? 

The  next  issue  for  consideration  is  brief,  but 
basic  to  any  discussion  of  cost  containment .  In  the 
past,  many  developers  of  the  services  and  facilities 
within  the  continuum  of  care  have  assumed  the  attitude: 
What  can  we  do  for  the  elderly?  As  a  proponent  of 
consumer -based  decision  making,  our  firm.  Geronto- 
logical Planning  Associates,  has  surveyed  and  inter- 
viewed over  100,000  older  adults  in  a  wide  variety  of 
housing  settings  in  thirty-seven  states.  In  addition, 
we  have  planned  and  marketed  several  hundred  programs 
and  facilities  for  the  elderly,  ranging  from  sixteen 
units  of  housing  in  South  Dakota  to  the  Hospice  of  San 
Francisco.  This  research  and  experience  has  led  to  the 
conclusion  that  what  we  can  do  best  for  older  adults  is 
to  create  settings  in  which  older  people  can  do  best  for 
themselves. 

The  elderly  do  not  want  to  be  "done  for . "  They  are 
the  proud  survivors  of  both  good  and  bad  times.  What 
they  fear  most,  perhaps,  is  a  dependent  role,  particu- 
larly in  relation  to  their  children.  Those  without 
financial  means  or  without  access  to  the  health  care 
system  obviously  can  benefit  greatly  from  the  appro- 
priate assistance  of  others.  But  assistance  can  take 
many  forms.  Our  research  clearly  indicates  that  what 
older  people  need  most  is  information,  for  example,  the 
information  needed  to  cope  with  Medicare  processing  and 
payment  procedures.  Unfortunately,  most  older  people 
simply  do  not  have  the  time  to  undertake  a  four-year 
degree  in  health  services  case  management,  in  order  to 
decipher  the  Medicare  maze  and  locate  the  services  they 
need  when  they  need  them. 


Barriers  to  Implementation 

This  final  section  will  discuss  the  barriers  within 
the  housing  field  that  have  most  greatly  impeded  the 
implementation  of  an  effective  continuum  of  care .  There 
are  four: 

•  An  overreliance  on  the  U.S.  Department  of  Housing 
and  Urban  Development   (HUD). 

•  Lack  of  consumer  input. 


•  The  decline  of  research  and  evaluation  of  housing 
environments. 

•  The    failure   to   utilize   the   existing   network   of 
experience . 


Overreliance  of  HUD 

A  majority  of  sponsors  of  housing  for  the  elderly 
have  abandoned  hope  of  ever  developing  such  housing,    < 
because  HUD  participation  has  diminished .  HUD  has  been    I 
frequently   criticized   for   providing   too   little   money,    < 
too    much    red    tape,    and    too-small    dwelling    units,    i 
Nevertheless,  HUD  programs  have  made  an  outstanding    I 
contribution  to  the  lives  of  older  people.      Like  con- 
tinuing care  retirement  communities,  however,  HUD- 
assisted   housing   will  never   serve   more   than  a  small    i 
portion  of  the  total  market.  ' 

I 

The  private  sector,  including  both  profit-making    ' 
and    nonprofit    bodies,    now    has    the    opportunity    to 
develop  one  of  the  strongest  housing  markets  in  years, 
without  relying  on  HUD.   To  do  so  requires  new  solutions    i 
geared  to  a  new  generation  of  older  adults. 


Lack  of  Consumer  Input 

Secondary  data  can  provide  the  planner  with  the 
basic  marketing  information  for  a  successful  project. 
However,  there  is  no  true  substitute  for  asking 
consumers  (present  and  future)  what  they  want  and  are 
willing  to  pay  for.  Generating  primary  data  involves 
time,  energy,  and  money,  but  it  is  the  best  way  to 
determine  feasibility  and  likelihood  of  success.  Older 
persons  will  continue  to  maintain  the  option  of  spending 
their  money  as  they  prefer  and  not  as  developers, 
sponsors,   or  agencies  define  their  needs. 

The  elderly  housing  industry  is  replete  with 
instances  in  which  the  perceptions  of  the  decision 
makers  vary  from  the  demands  of  their  clientele. 
These  differences  occur  over  small  details  affecting 
the  daily  lives  of  the  residents,  as  well  as  over 
large  policy  issues,  such  as  whether  a  health  care 
facility  will  be  included  on  the  site.  For  example, 
many  congregate  housing  contracts  include  three  meals 
a  day  in  the  monthly  fee.  Our  surveys  across  the 
country  indicate  that  very  few  potential  residents 
(5  percent)  want  to  eat  a  scheduled  breakfast  in  a 
communal  setting.  Elderly,  single  women,  who  usually 
comprise  the  primary  market  segment,  are  least  likely 
to  favor  that  option.  The  more  affluent  the  resident, 
the  less  likely  she  is  to  want  linen  services  included 
in  the  rent.  The  kitchen  is  an  extremely  important 
room  to  both  men  and  women.  Privacy  in  the  dwelling 
unit  is  more  important  than  availability  of  public 
spaces.  Emergency  care  is  far  more  attractive  than 
inpatient  care.  Efficiency  apartments  appeal  to 
only  7  percent  of  those  surveyed  regardless  of  the 
income,  sex,  or  age.  There  is  a  large  body  of  consumer 
input  that  contradicts  much  of  what  is  being  planned, 
programmed,   and  built  today. 


The   Decline   of  Research  and   Evaluation  of   Housing 
Environments 

Research    and    evaluation    studies   of    supportive 
housing  environments,  although  more  sophisticated  and 
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more  systematic  than  past  efforts,  have  declined  since 
the  early  1970s,  when  significant  projects  were  launched 
to  analyze  the  effect  of  the  housing  environment  upon 
the  lives  of  the  elderly.  These  efforts  must  be 
expanded  in  order  to  further  our  understanding  of  the 
role  of  housing  in  the  system  of  long-term  care.  For 
residents  and  for  society  in  general,  there  are  positive 
benefits  associated  with  purpose-built  housing  for  the 
elderly.  That  much  has  been  made  clear  in  quasi- 
experimental  case  studies  (Carp,  1966;  Carp,  1975; 
Sherwood,  Greer,  Morris,  et  al,  1981).  Subsequently, 
however,  there  has  been  no  larger  scale  commitment  to 
experimenting  with  independent  and  service-supportive 
housing  as  an  alternative  or  supplement  to  traditional 
extended  care . 

Existing  technologies  and  design  features  that 
theoretically  could  extend  the  older  person's  indepen- 
dence in  service -supportive  housing  have  not  received 
the  kind  of  careful  evaluation  necessary  for  us  to 
better  understand  their  effects  (Regnier  and  Byerts, 
1983).  When  evaluation  does  take  place,  it  is  often 
proprietary,  and  the  findings  are  not  shared  with  the 
larger  community  because  of  the  sponsor's  fear  of  losing 
a  competitive  edge. 

Some  research  and  training  institutions,  such  as 
the  Ethel  Percy  Andrus  Gerontology  Center  at  the 
University  of  Southern  California  in  Los  Angeles,  have 
created  organizations  such  as  Business  Institute  of 
Gerontology  (BIG)  to  encourage  a  healthy  exchange 
between  the  private  sector  and  the  research  sector. 
However,  there  has  been  minimum  commitment  from 
public  sector  agencies  such  as  HUD,  The  National 
Institute  on  Aging  (NIA),  or  the  Health  Care 
Financing  Administration  (HCFA)  to  funding  demons- 
trations or  continued  evaluation  research.  Healthy 
collaborations  between  private  bodies  and  non-profit 
research  institutions  should  be  encouraged;  they  can 
serve  as  a  way  to  test  the  viability  of  various 
strategies  for  adapting  housing  and  delivery  systems 
for  older  people  with  marginal  capabilities.  Only 
thus  will  we  strengthen  our  ability  to  continually 
test  new  ideas  as  well  as  our  commitment  to  develop 
improvements  to  existing  approaches. 


Failure  to  Utilize  the   Existing  Network  of   Experience 

In  order  to  create  new  alternatives  within  the 
continuum  of  care ,  we  need  new  and  innovative  ideas .  We 
cannot,  however,  afford  to  reinvent  the  wheel.  There 
are  a  significant  number  of  service  providers  and 
developers  who  have  recently  directed  their  corporate 
efforts  to  the  emerging  elderly  market  without  adequate 
review  of  the  experience  of  the  past  twenty-five  years. 
Invaluable  national  sources  of  information,  experience, 
demonstration  projects,  and  research  on  services  and 
facilities  for  the  elderly  include: 

•  Gerontological  Society  of  America  and  the  Western 
Gerontological  Society. 

•  University-based  gerontology  centers  and  the  in- 
terdisciplinary graduate  programs  in  gerontology . 

•  American  Association  of  Homes   for   the   Aging. 

•  The  network  of  state  Area  Agencies  on  Aging. 

•  American  Association  of  Retired  Persons,  with  11 
million   members. 

•  National  Council  on  the  Aging. 


•  Hospital  Research  and  Educational  Trust ,  Office  on 
Aging  and   Long-Term   Care. 

In  addition  to  the  major  national  organizations, 
there  are  a  multitude  of  local  service  providers  with 
experience  in  delivering  components  of  the  continuum  of 
care.  Figure  3  illustrates  one  of  the  often  overlooked 
sources  of  experience  in  reaching  and  serving  the  older 
market.  The  advertisement  describes  a  variety  of 
community  service  programs  available  from  the  local 
savings  and  loan  association,  including  a  telephone 
reassurance  program   implemented  by  volunteers. 


Figure  3 
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Conclusion 

The  fact  to  be  emphasized  in  closing  is  that  the 
development  of  cost-effective  housing  within  the 
continuum  of  care  is  well  beyond  the  capabilities  of  any 
one  discipline  or  sector  of  the  economy.  We  are 
involved  in  a  national,  multifaceted  issue.  The  most 
obvious  approach  is  a  national  team  effort  that  utilizes 
not  only  all  available  professional  expertise  but  also 
the  expertise  of  the  consumer- -the  selective  customer  at 
all  income  levels.  The  new  generation  of  elderly  will 
not  accept  old  ideas. 
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CONGREGATE  HOUSING:      SOCIAL  BENEFITS,   FINANCIAL  OBSTACLES 


Joseph  T«   Howell,   Howell  Associates,   Inc. 


This  paper  will  focus  on  one  form  of  housing — 
congregate  housing  for  the  elderly .  Congregate  housing 
is  essentially  housing  that  provides  meals  served  in  a 
common  dining  room ,  plus  other  supportive  services .  The 
purpose  of  this  style  of  housing  is  to  serve  both  inde- 
pendent and  frail  elderly,  to  help  them  maintain  their 
independence,  and  to  keep  them  out  of  institutions  for 
as  long  as  possible. 

My  experience  in  the  area  of  congregate  housing 
has  been  both  professional  and  personal.  Profes- 
sionally, I  have  acted  as  the  housing  consultant  or 
project  manager  for  three  U.S.  Department  of  Housing 
and  Urban  Development  (HUD)  202  congregate  housing 
projects  now  completed  and  fully  occupied ,  and  for  one 
market-rate  congregate  housing  project.  In  addition, 
Howell  Associates  provides  consulting  services  to 
numerous  clients  currently  undertaking  such  projects 
as  well  as  life  care  projects.  Personally,  I  have 
been  on  the  board  of  directors  of  Saint  Mary's  Court, 
a  HUD  202  congregate  housing  project  in  Washington, 
D.C.,  since  the  project's  initial  occupancy  in  1978. 
I  have  served  as  president  of  Saint  Mary's  Court 
for  the  past  two  years. 

This  paper  will  first  present  some  general  obser- 
vations about  congregate  housing  and  will  then  discuss 
the  future  of  the  concept. 

The  concept  of  congregate  housing  is  a  very 
exciting  one.  Without  a  doubt,  the  congregate  housing 
projects  financed  under  the  HUD  Section  202/8  program 
have  been  enormously  successful .  At  Saint  Mary '  s  Court , 
for  example,  we  serve  a  very  diverse  elderly  population, 
including  many  who  without  the  supportive  services  pro- 
vided would  probably  be  in  nursing  homes. 


Project  Description 

I  would  like  briefly  to  describe  this  project, 
which  is  located  in  Washington,  D.C. ,  near  the  Kennedy 
Center  and  George  Washington  University,  in  one  of  the 
most  desirable  areas  of  the  city.  The  project  contains 
[W  units,  a  typical  number  for  such  housing,  and  it 
consists  mostly  of  efficiency  units,  with  some  one- 
bedroom  units.  Here  the  project  is  a  little  unusual, 
because  in  both  HUD  programs  and  market -rate  housing, 
one-bedroom  units  now  tend  to  be  the  norm .  Saint  Mary '  s 
Court  was  completed  in  1978  at  a  cost  of  about  $^ 
million,   or  about  $29,000  per  unit. 

The  facility  contains  a  central  dining  area,  a 
lounge  and  arts-and-crafts  area,  a  library,  and  an  area 
for  visiting  professionals,  which  we  call  the  pro- 
fessional services  center.  We  have  a  staff  of  twelve 
including  an  administrator,  a  social  worker,  and  two 
other  professionals.  The  resident  population  is  very 
diverse.  Sixty-five  percent  of  the  residents  are  white, 
28  percent  are  black ,  and  7  percent  are  Hispanic  or 
Asian.  Although  the  average  individual  income  is  low — 
about  $5,500 — there  is  also  diversity  in  this  area. 
Fifty-six   residents    (32   percent)    have   incomes   under 


$5,000  per  year,  and  twenty -five  residents  (about  l'^ 
percent)  have  incomes  greater  than  $10,000  per  year. 

As  in  most  congregate  housing  projects,  the  resi- 
dents are  fairly  old.  The  average  age  is  about  77, 
although  35  residents  (25  percent)  are  over  80.  Also, 
as  in  most  projects,  most  of  the  residents  are  women 
(about  85  percent)  and  there  are  very  few  couples  (only 
six) ,  even  though  we  have  fourteen  one-bedroom  units  for 
which  priority  is  given  to  couples.  We  currently  have  a 
very  long  waiting  list--more  than  100  people,  or  about  a 
three-year  wait. 

What  is  perhaps  most  significant  about  Saint  Mary 's 
Court  is  that  there  currently  are  fifty-two  residents 
who  are  receiving  some  form  of  in-home  support  services. 
Of  these,  we  firmly  believe  that  forty  residents  would 
not  be  able  to  reside  independently  in  the  community  and 
would  require  some  form  of  institutionalized  nursing 
care — a  far  more  costly  alternative — were  it  not  for 
Saint   Mary's  Court. 

Although  Saint  Mary  's  Court  is  only  one  project ,  it 
is  in  my  view  a  reasonably  typical  one,  and  there  is  no 
question  that  the  supportive  services  make  a  difference. 
The  one  meal  a  day  does  assure  proper  nutrition  and  does 
create  a  sense  of  community  that  would  otherwise  be 
lacking.  The  various  planned  activities — dance  classes, 
art  classes,  movies,  lectures,  concerts,  and  museum 
trips- -do  lead  to  more  enriched  lives  for  many  of  the 
residents.  Many  of  them,  prior  to  moving  into  Saint 
Mary's  Court,  were  lonely  and  isolated  and  lived  with 
the  constant  threat  of  displacement,  overly  burdensome 
rent  increases,   and  crime. 

Weekly  housekeeping  is  available  for  those  who  need 
it,  and  the  staff  arranges  visits  by  visiting  nurses, 
home  health  care  aids,  and  other  health  care  pro- 
fessionals . 

Congregate  housing  is  definitely  not  a  substitute 
for  nursing  homes.  The  basic  concept  of  congregate 
housing,  however,  is  fundamentally  sound.  It  works, 
because  it  helps  older  persons  (especially  single  older 
persons  who  are  in  their  late  70s  and  early  80s  live 
more  enriched  lives,  and  because  it  helps  keep  many 
older  persons  in  the  community  and  out  of  nursing  homes 
(or  at  least  it  can  delay  their  entry  into  nursing 
homes ) .  In  my  view  the  program  is  cost-effective ,  when 
measured  against  the  costs  of  providing  nursing  care. 
My  experience,  of  course,  is  limited  and  to  a  certain 
extent  intuitive.  When  I  see  residents  gathered  for  a 
common  meal  or  party,  I  instinctively  ask:  Were  it  not 
for  Saint  Mary's  Court,  where  would  these  people  be 
today?  I  know  that  many  would  probably  still  be 
managing  in  their  previous  apartments,  but  I  also  know 
that  many  others  would  not. 


Keys  to  Success 

The  key  to  providing  successful  congregate  housing 
depends  on  eight  factors,  all  of  which  must  be  included 
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ji  order  for  a  project  to  meet  people's  needs  and  also 
36  successful  frona  a  marketing  and  financial 
jerspective.      These  are: 

1.  The  project  must  be  residential  in  character. 
In  some  ways  the  concept  is  like  that  of  an 
apartment  hotel.  The  physical  design  should 
be  noninstitutional  and  the  common  areas 
(especially  the  dining  room)  attractively 
furnished.  There  should  be  few  (if  any)  rules, 
and  residents  should  be  encouraged  to  come  and 
go  as  they  please  and  to  continue  living  their 
own  active  life-styles. 

2.  There  should  be  a  meals  program ,  with  at  least 
one  meal  provided  each  day  in  a  common  dining 
room.  For  a  variety  of  reasons,  both  social  and 
economic,  this  meal  should  be  included  in  the 
basic  fee.  Other  optional  meals  should  be  of- 
fered (if  economically  feasible),  at  an  addi- 
tional charge.  Such  communal  meals  insure 
proper  nutrition ,  enable  the  staff  to  monitor 
the  health  status  of  the  residents  and ,  just  as 
importantly,   provide  a  sense  of  community. 

3.  There  should  be  a  formal  program  of  in -home 
support  services.  At  Saint  Mary's  Court,  we 
have  a  full-time  social  worker  whose  primary 
task  is  to  link  up  residents  with  various  provi- 
ders of  home  health  care,  personal  care,  and 
housekeeping  assistance .  As  mentioned  earlier, 
fifty-two  residents  currently  participate  in 
this  in-home  services  program,  which  involves 

j  the  D.C.     Department  of  Human  Resources, 

j  Upjohn,  the  Visiting  Nurse  Association,  private 

homemakers,  and  staff  from  three  local  univer- 

I  sities . 

I 

Because  most  residents  are  low  income ,  most  of 
these  services  are  provided  by  outside  resour- 
ces, with  the  residents  billed  on  the  basis  of 
their  ability  to  pay.  For  market -rate  congre- 
gate  housing  projects,  typically  the  cost  of 
these  services  is  borne  by  the  facility,  with 
the  residents  of  the  facility  ultimately  paying 
the  full  cost. 

k.    There  should  be  a  vigorous  social  and  recre- 
ational program .    There  are  a  great  variety  of 
:  activities  every  week  at  Saint  Mary's  Court. 

These  include  regular  seminars  on  health  care 
i  and   nutrition,    an   annual   health    fair,    and   a 

'  multiarts  program  involving  a  writer's  work- 

shop, a  poetry  workshop,  Tai  Chi,  dance  clas- 
ses, and  painting  classes.    Two  anthologies  of 
the   residents'    poetry   and   writing   have   been 
j  published,    and    residents   have   displayed   and 

sold  their  art  in  Washington  galleries.    Theme 
I  parties  are  held  at   least  monthly,   and  there 

'  are  the  usual  events  such  as  bingo,  bridge,  and 

ii  special    tours.       Congregate   housing   projects 

I  should  be  a  beehive  of  activity. 

5.  There  should  be  a  formal  program  of  trans- 
portation services.  Because  Saint  Mary 's  Court 
is  located  on  a  major  bus  line  and  within  a 
block  of  a  subway  stop  we  do  not  need  a  minibus 
or  van.  Many  facilities  do,  however,  and  it  is 
extremely  important  that  regular  transportation 
be  available  to  shopping  facilities,  churches, 
cultural  activities  and  the  like.     Studies  have 


shown  that  one  of  the  main  factors  that  causes 
people  to  seek  out  this  kind  of  supportive 
housing  is  an  inability  to  drive,  so  transpor- 
tation is  especially   important. 

6.  There  must  be  a  security  program  to  assure  that 
residents  feel  safe  in  their  surroundings.  At 
Saint  Mary's  Court  security  is  provided  through 
twenty-four  hour  staffing  of  the  front  desk  and 
video  monitoring  of  all  entrances.  In  some 
inner-city  areas,  a  security  force  may  also  be 
required. 

7.  There  must  be  direct  and  reciprocal  linkage 
between  the  congregate  housing  facility  and  the 
larger  community .  Our  residents  do  as  much  for 
the  Foggy  Bottom  community  in  which  they  live 
as  the  residents  of  Foggy  Bottom  do  for  them. 
Residents  attend  churches  in  the  area,  belong 
to  local  clubs,  and  organize  fund  drives  for 
Children  's  Hospital.  Volunteers  from  the  com- 
munity teach  poetry,  writing,  and  dance,  and 
on  several  occasions  each  month  Saint  Mary's 
Court  hosts  a  neighborhood  civic  meeting. 
Feeling  like  (and  being)  an  active  member  of 
the  larger  community  is  as  much  a  part  of 
congregate  housing  as  any  other   feature. 

8.  Financing  must  be  available  which  permits  the 
construction  and  development  of  these  facili- 
ties at  affordable  and  marketable  rates.  St. 
Mary's  Court  had  the  benefit  of  a  direct  HUD 
loan  at  6.75  percent  interest  over  forty  years. 
It  also  had  the  benefit  of  being  built  on  inex- 
pensive land  (leased  from  the  D.C.  Housing 
Authority) .  Also,  rental  assistance  is  provided 
through  the  Section  8  program,  so  that  our  resi- 
dents pay  30  percent  of  their  income  for  rent, 
plus  a  $120  monthly   meal  charge. 

For  non-low-income  persons,  however,  the  actual 
contract  rents  at  Saint  Mary's  Court  are  now  $^180  per 
month  for  an  efficiency  apartment  and  $600  for  a  one- 
bedroom  apartment ,  or  $600  and  $720 ,  respectively ,  with 
the  $120  meal  charge.  For  these  residents  there  would 
also  be  a  charge  for  the  housekeeping,  transportation, 
and  support  services. 


Financial  Obstacles 

It  should  be  noted  that  Saint  Mary's  Court  was 
built  six  years  ago,  when  construction  costs  were  $35  a 
square  foot.  Hard  construction  costs  are  currently  at 
about  $^5  a  square  foot.  Acquiring  land  today  in  the 
part  of  the  city  where  Saint  Mary's  Court  is  located 
would  cost  in  the  range  of  at  least  $10,000  to  $15,000  a 
unit,  with  prime  suburban  land  in  Washington  costing 
about  $5,000  a  unit.  In  addition,  market-rate  financing 
is  not  6.75  percent  over  thirty  years,  as  is  the  HUD 
financing,  but  rather  around  13  percent  over  twenty 
years,  which  significantly  increases  the  debt  service  on 
the  building. 

Thus,  if  Saint  Mary's  Court  were  built  today,  in 
its  present  location,  under  private-market  terms  and 
conditions,  the  monthly  fees  would  be  between  $1200  and 
$1500  per   month. 

Herein  lies  perhaps  the  greatest  problem  today 
regarding    the    continuing    development    of    congregate 
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housing  without  any  government  assistance.  An  older 
person  who  is  no  longer  able  to  manage  totally  indepen- 
dent living  and  who  is  considering  a  more  supportive 
environment  will  think  twice  before  paying  so  much  money 
for  congregate  housing  and  services.  Many  would  decide 
to  do  so  if  they  really  needed  the  services,  that  is,  if 
they  were  very  frail.  Therefore,  the  resident  popula- 
tions in  many  market -rate  congregate  housing  facilities 
tend  to  be  somewhat  similar  to  nursing  home  populations . 
While  this  is  not  necessarily  undesirable,  it  does 
discourage  younger,  more  active  elderly  people  from 
becoming  residents.  And  a  balanced  population,  con- 
sisting of  a  majority  of  active,  younger  elderly,  as 
well  as  older,  frail  elderly,  is  crucial  to  maintaining 
a  noninstitutional  residential  environment. 

We  know  that  congregate  housing  projects  work  well 
with  federal  rental  and  financing  assistance,  but  we 
still  have  not  found  the  answer  to  problems  of  devel- 
oping such  housing  while  relying  exclusively  on 
private-market  forces.  Unfortunately,  the  costs 
involved  are  too  high  for  the  majority  of  those  who 
could  benefit  from  congregate  housing. 

These  problems  may  well  be  overcome.  First, 
although  federal  assistance  will  always  be  necessary  to 


help  lower-income  older  persons,  I  foresee  major  efforts 
to  tap  the  market  for  congregate  housing  among  middle- 
income  older  persons.  Second,  large  corporations  are 
currently  exploring  the  possibilities  of  developing 
chain  or  franchised  retirement  homes.  There  is  no 
question  that  economies  of  scale  can  result  in  some 
lower  costs  and  the  ability  to  provide  some  services  "a 
la  carte,"  thus  further  reducing  the  basic  monthly  fee. 
The  time  is  right  in  my  view,  for  a  major  provider  to 
establish  market  dominance  in  the  field. 

Conclusion 

Notwithstanding  the  problem  of  affordability,  this 
excellent  housing  concept  offers  great  promise  for  older; 
persons  and  for  the  nation .  There  is  no  question  that 
congregate  housing  projects  address  a  very  real  need  in 
such  a  way  that  the  residents'  quality  of  life  is 
enriched.  Furthermore,  although  the  costs  are  high  as 
compared  to  rental  apartments  with  no  services ,  they  are 
low  when  compared  with  the  costs  of  institutionaliza- 
tion. I  anticipate  many  more  of  these  facilities  in  the 
future,  including  those  that  use  HUD  assistance  and 
those  that  depend  on  private  financing  alone. 
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CHAPTER  6 


HOME  EQUITY  CONVERSION 


AN  OVERVIEW  OF  HOME  EQUITY  CONVERSION 


Ken  Scholen,   National  Center  for  Home  Equity  Conversion 


Most  older  Americans  do  not  derive  any  cash  income 
rem  their  single  largest  financial  investment.  Most 
Ider  Americans  own  a  mortgage -free  home  and  live  in  it 
intil  they  die.  Because  they  tend  not  to  sell  and  move, 
hey  never  turn  this   frozen   resource   into  cash. 

I         Converting  home  equity  into  income  while  living  in 
jne's  home  is  the  purpose  of  various  home  equity  conver- 
lion  mechanisms.     The  two  basic  types  of  home  equity 
nversion  are  reverse  mortgages  and  sale  leasebacks. 


Reverse  mortgages  provide  a  stream  of  monthly  loan 
jdvances  to  a  borrower,  with  repayment  of  all  principal 
nd  interest  deferred  until  the  end  of  the  loan  term ,  the 
Jeath  of  the  borrower ,  or  the  sale  of  the  home .  The  most 
hnportant  requirement  for  further  implementation  of  re- 
erse  mortgages  is  the  development  of  mortgage  guaranty 
isurance.  A  Federal  Housing  Administration  (FHA)  re- 
jerse  mortgage  insurance  program  was  proposed  by  the 
U.S.  Department  of  Housing  and  Urban  Development  last 
ear. 

In  a  sale  leaseback  plan,  the  home  is  sold  to  an 
ivestor,  but  the  seller  retains  the  right  to  rent  the 
Dme  for  life.  The  most  important  development  needed 
ere  is  clarification  of  this  mechanism's  federal  tax 
tiplications .  Pending  legislation  would  resolve  this 
lisue . 

Some  of  the  first  Americans  to  sign  up  for  a 
Vivate-sector  home  equity  conversion  plan  did  so  for 
!ie  express  purpose  of  purchasing  in-home  health  care. 
<h  3apan,  a  public  health-care  program  is  providing  di- 
ECt  services  in  exchange  for  debt  secured  by  homes.  A 
romising  new  program  idea  in  the  nonprofit  sector  is  a 
bnsumer  health-care  cooperative  involving  preferred 
roviders  who  are  paid  through  a  line  of  credit  secured 
ly  home  equity.     The  overall  purpose  of  this  plan  is  to 


enhance  the  ability  of  consumers  to  bargain  for ,  choose , 
and   finance  health-care  services. 

The  potential  of  home  equity  financing  for  health 
care  is  constrained  by  the  large  cost  of  care  relative 
to  life  expectancy  and  home  value.  It  is  also  limited 
by  consumer  perceptions.  A  home  is  the  single  most 
valuable  asset  of  most  people.  It  embodies  their  inde- 
pendence and  symbolizes  a  lifetime  of  labor  and  family 
living.  Home  equity  conversion  plans  are  unfamiliar  and 
complex.  They  involve  cost  and  risk.  It  is  likely, 
therefore,  that  the  initial  market  will  be  small  and 
will  develop  slowly  as  pioneering  consumers  demonstrate 
that  the  idea  works. 

Home  equity  financing  for  health  care  may  be  a  key 
element  in  consumer  demand  for  home  equity  conversion 
in  general.  Older  persons  much  more  readily  accept  . 
propriety  of  incurring  debt  for  medical  eyoense<;  ti--- 
for  everyday  living  expenses.  -  ^  . 
in-home  care  to  institutional  care.  And  many  are  con- 
cerned about  the  potential  financial  drain  of  catas- 
trophic illness. 

These  attitudinal  factors  suggest  that  purchasing 
in-home  services  or  long-term  care  insurance  may  be  par- 
ticularly compelling  reasons  for  unlocking  home  equity. 
Encumbering  your  home  to  pay  for  care  or  insurance  may 
be  more  attractive  than  paying  out  of  pocket,  selling 
and   moving,   or  going  without  such  care  or  insurance. 

But  simply  introducing  a  new  source  of  financing 
might  only  add  fuel  to  the  fire  of  rising  health-care 
costs.  If  it  is  to  contribute  to  a  more  efficient 
health-care  industry,  home  equity  conversion  must  be 
coupled  with  new  risk-pooling  mechanisms  and  a  strength- 
ened consumer  role  in  the  health-care   marketplace. 
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The  Problem 

Financing  long-term  health  care  for  the  elderly  has 
become  increasingly  difficult  as  the  population  ages. 
In  the  past  two  decades,  expenditures  on  health  and 
related  services  for  the  chronically  ill  have 
mushroomed .  Though  nominally  responsible  for  financing 
long-term  care  (for  example,  that  following  a  hospital 
stay  for  an  acute  illness),  the  Medicare  program  picks 
up  less  than  ^  percent  of  all  nursing  home  costs. 
Recently,  some  public  sector  support  for  in-home  ser- 
vices has  emerged,  but  the  programs  are  quite  small 
relative  to  the  total  scope  of  the  problem. 

Today  the  burdens  of  long-term  care  are  borne  in 
three  principal  ways.  In  the  public  sector,  the  Medi- 
caid program  provides  the  lion's  share  of  support  for 
nursing  home  care  of  poor  patients,  the  vast  majority  of 
whom  are  elderly.  As  it  is  now  structured,  the  program 
puts  substantial  economic  pressures  on  state  govern- 
ments, which  finance  approximately  half  the  public  sec- 
tor expenditures,  and  on  prospective  patients,  who  must 
be  virtually  impoverished  before  they  qualify  for  aid. 
Both  groups  have  taken  steps  to  relieve  these  pressures. 
State  governments  have  attempted  to  limit  costs  by  regu- 
lating the  supply  of  nursing  beds  and  by  putting  liens 
on  the  estates  of  Medicaid  patients.  States  are  now 
authorized  to  put  a  lien  on  the  homes  of  recipient 
patients  who  do  not  have  a  spouse  or  a  disabled  child 
living  in  the  home  and  who  are  not  expected  to  return  to 
the  community .  There  have  also  been  recent  proposals  to 
secure  some  financial  contribution  from  the  children  of 
Medicaid  patients  in  nursing  homes. 

For  most  long-term  care  patients,  financing  of 
nursing  home  stays,  initially  and  preponderantly,  con- 
sists of  out-of-pocket  expenditures.  The  majority  of 
older  Americans  will  never  be  hit  with  a  major  nursing 
home  bill.  Only  a  minority  of  them  will  enter  a  nursing 
home,  and  most  stays  are  reasonably  short  (less  than 
four  months  long) .  However,  the  economic  consequences 
of  a  long-term  stay  are  usually  devastating.     In  a  kind 
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of  nursing  home  roulette,  elderly  Americans  face  th 
risk  of  catastrophic  health  costs  that  today  accumulat, 
at  an  average  rate  of  more  than  $1 ,000  per  month,  wit, 
some  institutions  charging  more  than  three  times  the' 
rate.  ', 

Historically,  the  families  of  persons  in  need  t 
long-term  care  have  avoided  major  out-of-pocket  expen 
ditures  by  providing  much  of  the  care  themselves,  an 
this  appears  to  remain  the  case  today  (Shanas,  1979 
Weissert,  1983;  Weissert  and  Scanlon,  1983).  Howeverj 
a  substantial  increase  in  the  labor  force  participatio, 
of  middle-aged  women  (the  daughters  and  principl 
family  caregivers  for  the  dependent  elderly)  and  th 
equally  dramatic  increase  in  the  percentage  of  elderli 
people  who  do  not  live  with  other  family  members  hav 
combined  to  constrain  the  supply  of  family  care. 

( 

Very  few  prospective  elderly  nursing  home  patient 
can  afford  extended  stays  using  only  their  currer 
income.  There  is  also  a  great  reluctance  to  utili2j 
liquid  assets  that  have  been  accumulated  over  a  life- 
time. In  any  event,  most  older  Americans  do  not  havi 
easily  spendable  assets  sufficient  to  finance  ver; 
extended  long-term  care  (Friedman  and  Sjogren,  1981  )| 
The  combination  of  low  probability  and  high  cost  c 
lengthy  nursing  home  stays  would  seem  to  provide  ( 
natural  market  for  an  insurance  instrument  that  poo; 
the  risk  borne  by  elderly  people.  However,  privat 
insurers  have  been  reluctant  to  issue  policies  for  thi 
purpose  at  prices  the  elderly  might  be  expected  to  p^ 
out  of  their  current  incomes ,  i 

Not  surprisingly,  some  of  the  aged  and  their  fami 
lies  have  taken  other  steps  in  anticipation  or  againji 
the  risk  of  an  expected  nursing  home  stay.  Medicaid  h^; 
strict  guidelines  on  the  total  liquid  assets  that  may  t 
held  while  a  patient  is  eligible  to  receive  financi 
assistance.  To  conform  to  these  guidelines,  some  oldc 
people  have  transferred  assets  to  children  or  othtj 
family  members.  Though  recent  federal  regulations  limi 
this  behavior,  hiding  assets  will  no  doubt  remain 
strategy  chosen  by  some.  However,  it  is  not  desirabi 
for  prospective  nursing  home  patients  to  appear  to  b 
without  any  resources,  because  private-pay  patients  ap. 
routinely  given  priority  in  admissions  to  private^ 
owned  facilities.  i 

Thus,  we  have  a  long-term  care  system  in  whic 
large  costs  are  imposed  on  unfortunate  families  ar 
individual  elderly  persons;  state  governments  fac( 
substantial  expenditure  pressures  from  the  Medica 
program;  and  most  of  the  elderly  are  unlikely  to  be  abi 
to  finance,  out  of  current  income,  an  extended  nursir 
home  stay,  catastrophic  health  insurance,  or  major  ir 
home  care  =  Moreover ,  the  incentives  embedded  in  th 
system  often  distort  difficult  decisions  about  patiei 
placement,  level  of  care,  and  private  financing.  ^ 
single  policy  intervention  would  eliminate  all  tl 
financial  strain,  anxiety,  and  value  conflicts  thi 
accompany  long-term  care  decisions.  Nor  can  great 
increased  public  sector  financing  of  long-term  care  I 
realistically   expected    within   the   foreseeable   future 
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Irhere  is,  however,  one  source  of  private  financing  that 
pould  relieve  some  of  the  economic  and  emotional  strain 
i|>f  long-term  care.  That  source  is  the  accumulated 
i|;quity  the  elderly  have  in  their  homes. 

In  what  follows,  we  analyze  the  potential  use  of 
lome  equity  to  help  pay  for  long-term  care .  The  amounts 
|if  home  equity  held  by  the  elderly  and  the  yearly 
incomes  that  can  be  derived  from  it  are  estimated  using 
lata  from  the  Annual  Housing  Survey.  The  Health  Inter- 
view Survey  and  the  National  Nursing  Home  Survey  are 
fien  analyzed  to  estimate  the  risk  of  need  for  some  kind 
')i  long-term  care  and  the  risk  of  institutionalization 
fi  particular.  We  then  gauge  the  extent  to  which  the 
Voceeds  from  home  equity  conversion  could  pay  for  home 
~'|are,  catastrophic  nursing  home  cost  insurance,  and 
^bng-term  care  insurance  covering  either  nursing  home 
■ftays  or  home  care.  Finally,  we  raise  some  of  the 
|ublic  policy  issues  that  emerge  from  our  findings,  and 
'ke  specify  an  agenda  for  further  research. 


^jlome  Equity  Conversion 

Home  ownership  is  the  dominant  housing  mode  of  the 
Iderly    population.       Three-quarters    of    all    elderly- 

jfpaded  households  are  owner-occupied.    Nearly  sixteen 

fhillion  elderly  people  (that  is,  those  over  65)  live  in 
bout  twelve  million  homes  they  own,  and  more  than  80 
Ercent  of  them  have  paid  off  their  mortgages. ^  For  a 
i^riety  of  reasons  (including  both  consumption  benefits 
ihd  tax  advantages) ,  most  Americans  have  invested  the 
ulk  of  their  savings  in  their  homes  by  the  time  they 
•ach  the  age  of  65.  One  study  found  that  the  median 
roportion  of  total  assets  held  as  net  home  equity 
-total  home  value  minus  remaining  mortgage  debt)  was  70 

't'ercent  (for  elderly  homeowners) .  For  unmarried  women 
hriostly  widowed)  the  analogous  figure  was  83  percent 

^Friedman  and  Sjogren,    1981). 

The  average  amount  each  elderly  homeowner  has 
i|fied  up  in  her  home  now  exceeds  $50,000,  and  the  ag- 
rj-egate  equity  owned  by  the  elderly  is  now  more  than 
^(SOO  billion.  Moreover,  high  levels  of  net  home  equity 
H'e  not  enjoyed  solely  by  upper  income  elderly.  About 
i'li  percent  of  all  elderly  poor  are  homeowners,  and 
dlany  low-income  elderly  people  have  substantial  assets 
hi  their  homes.  Table  1  shows  that  22  percent  of  the 
uljor  and  32  percent  of  the  near  poor  have  more  than 
1  'OjOOO  in  net  home  equity.  (These  and  all  succeeding 
ildgures  are  expressed  in  constant  1983  dollars.)  The 
:  jocedure  we  used  to  derive  net  home  equity  was  as 
a  allows:  First,  we  inflated  1980  housing  prices  to 
tE(83  values,  using  National  Association  of  Realtors 
gures  on  the  median  sale  prices  of  existing  single- 
mily  homes.  These  calculations  were  done  separately 
hijir  each  of  four  regions  in  the  country.  The  Annual 
aljusing  Survey  does  not  report  net  home  equity  as  such. 
la  f  provides  an  estimation  of  a  home's  value  and  an 
(indication  of  whether  the  home  is  owned  free  and 
ar.  To  estimate  the  remaining  debt  for  the  fifth 
si  \  homeowners  who  have  some,  we  estimated  a  bivariate 
rilgression  that  predicted  the  outstanding  mortgage 
Jbt/value    ratio    from    the    number    of    years    since 


^The  data  supporting  these  observations  are  from 
e  1980  Annual  Housing  Survey,  which  we  analyzed  for 
5  study. 


the  owners  had  moved  into  the  house  ,  using  data  from  the 
1970  Survey  of  Residential  Finance.  We  then  applied 
this  equation  to  the  Annual  Housing  Survey  data  to  esti- 
mate the  remaining  debt  on  the  home,  which  was  then 
subtracted  from  the  home's  value  to  derive  net  home 
equity.  These  estimates  are  for  single-family  homes  on 
less  than  ten  acres  without  a  commercial  establishment 
or  medical  or  dental  office.  Cooperatives,  con- 
dominiums,   mobile   homes  and   trailers  are  excluded. 


Table   1 

Relationship  between   Poverty  Status 
and  Net   Home   Equity 


Income  as  a   Percentage  of 
the   Poverty  Line 

Less  100  %         125  %  or 

than  to  More 

100  %         12^^  % 


Net  Home  Equity 


to  $25,000 

1^2 

27 

[It 

$25,001   to 
$50,000 

36 

l^l 

36 

$50,001   to 
$75,000 

1* 

19 

28 

$75,001   to 
$100,000 

5 

7 

12 

More  than 
$100,000 

3 

6 

10 

TOTAL 

100 

100 

100 

*Expressed  in  1983  dollars.      (See  text.) 

Source:  Tabulations  from  the  1980  Annual  Housing 
Survey.  Unless  otherwise  indicated,  all  other 
results  are  derived  from  these  data  as  well. 

Though  home  equity  is  the  major  asset  held  by 
elderly  homeowners,  it  has  not  typically  been  used  to 
finance  consumption.  This  has  been  true  for  a  variety 
of  reasons,  of  which  perhaps  the  most  important  is  that 
until  recently  the  only  way  to  unlock  home  equity  was  to 
sell  one '  s  home  and  move .  The  great  majority  of  elderly 
homeowners,  however,  have  been  reluctant  to  do  this, 
and  the  attachment  of  the  elderly  to  their  homes  has 
been  documented  in  several  surveys  and  studies  of 
housing  choice  (Jacobs,  1981;  Rabushka  and  Jacobs, 
1980;  Jacobs,  1983).  The  home  equity  loans  now  fre- 
quently advertised  in  the  media  also  have  limited 
potential  for  the  elderly,  because  they  are  amortized 
over  a  short  time  period  and  they  require  monthly 
payments  from  the  owner.  They  impose  both  a  financial 
barrier  (because  few  elderly  homeowners  have  enough 
other  income  to  make  those  payments)  and  a  psychological 
one  (because  the  elderly  have  shown  a  substantial 
reluctance  to  accept  major  debt  responsibilities). 

To  overcome  these  difficulties,  some  innovative 
plans  have  been  developed  that  will  unlock,  or  convert, 
home  equity  into  income  for  the  elderly  without  forcing 
them  to  move  or  make  monthly  payments  on  a  loan.  Popu- 
larly known  by  the  generic  term  reverse  annuity  mortgage 
(or  simply  reverse  mortgage) ,  these  plans  have  received 
increasing  attention  in  a  variety  of  print  and  electro- 
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nic  media.  They  include  loans  that  are  paid  back  only 
after  the  elderly  move  or  die,  and  sales  that  allow  the 
elderly  to  stay  in  their  homes  for  as  long  as  they  wish 
and  are  able.  There  are  currently  a  handful  of  private 
and  public  sector  programs  around  the  country  that  are 
converting  home  equity  into  income  for  the  elderly 
(Guttentag,  1982;  Scholen  and  Chen,  1980).  More  are 
being  developed.  (The  best  source  of  information  about 
these  programs  is  the  National  Center  for  Home  Equity 
Conversion  in   Madision,   Wisconsin.) 

What  is  the  possible  impact  of  these  new  financial 
instruments?  There  have  been  a  few  attempts  to  estimate 
empirically  the  national  potential  of  reverse  mortgages 
(Jacobs,  1982  and  1980;  Neubig,  1980).  Jacobs  has 
shown  in  previous  research  that  a  large  number  of 
elderly  homeowners  could  convert  their  net  home  equity 
into  a  lifetime  stream  of  supplementary  income.  To 
anticipate  some  of  the  results  to  be  presented  in  later 
tables,  we  report  in  Table  2  potential  reverse  annuity 
mortgage  (RAM)  payments  for  various  elderly  income 
groups.  More  than  a  quarter  of  the  poor  and  more  than  a 
third  of  the  near  poor  could  receive  RAM  payments  of  at 
least  $2 ,  000  per  year .  These  payments  would  increase  at 
a  yearly  rate  of  8.5  percent  and  continue  for  a  life- 
time. 

A  key  finding  in  Jacobs 's  earlier  work  was  that 
single  elderly  homeowners  are  best  able  to  convert  home 
equity  into  a  lifetime  income  supplement  because  their 
life  expectancies  are  shorter  than  the  joint  and  sur- 
vivor life  expectancies  of  couples.  Data  reported  in 
Table  3  reveal  that  those  elderly  homeowners  who  live 
alone  have  the  greatest  potential  equity-based  annuity. 
Within  each  family  size  group,  those  with  low  incomes 
would  have  only  slightly  lower  RAM  payments  than  would 
more  affluent  homeowners. 


Table  2 

Size  of  Potential  Yearly  RAM  Annuity 
by  Poverty  Status 


Table  3 

Size  of  Potential  RAM  Annuity,   by  Family 
Structure  and  Low-Income  Status 


Income  as  a  Percentage  of 
the  Poverty   Line 

Potential  Annual 
RAM   Payment 

Less 

than 
100% 

100% 

to 
12')% 

12^  or 
More 

$1,000  or 
less 

^0 

31 

29 

$1,001   to 
$2,000 

32 

31 

36 

$2,001   to 
$3,000 

13 

16 

15 

$3,001   to 
$5,000 

9 

13 

12 

More  than 
$5,000 

6 

9 

8 

TOTAL 

100 

100 

100 

Singles 

Couples 

Potential 

Annual 

RAM  Payment 

All 

With  low 
Income* 

All 

With  low 
Income* 

up  to  $1,000 

25 

32 

^0 

51 

$1,001   to 
$2,000 

31 

31 

39 

34 

$2,001   to 
$3,000 

17 

15 

11 

8 

$3,001   to 
$5,000 

15 

12 

6 

5 

more  than 
$5,000 

11 

9 

3 

2 

TOTAL 

99** 

99** 

QQ** 

100 

*^Income   less   than    125   percent  of  the  poverty   line 
Not  equal  to   100,   because  of  rounding  off. 


One  reason  that  low-income  elderly  would  not  hav( 
smaller  payments  is  that  they  tend  to  be  older,  oftei 
aged  Ti  or  older  (Jacobs,  1982).  Like  being  single 
very  old  age  is  accompanied  by  a  shorter  life  expec 
fancy,  and  spreading  a  given  amount  of  home  equity  ove 
fewer  years  produces  larger  yearly  payments.  Thus 
while  low -income  aged  have  somewiiat  less  home  equity 
their  very  old  age  often  offsets  this  disadvantage  whei 
they  convert  home  equity  into  income. 

From  these  findings  we  can  derive  a  profile  o 
opportunity  for  home  equity  conversion.    Those  who  ar 
living  alone,   are  quite  old,  or  both,  can  best  benefi 
from  reverse  mortgages.   Yet,  as  we  shall  discuss  later- 
Weissert  has  previously  shown  that  these  characteristic; 
also  tend  to  put  elderly  people  at  greater  risk  of  nee 
for   institutional   residency  or   other  long-term  care 
Our  central  purpose  in  this  study  is  to  document  tbi 
substantial  overlap  between  the  profile  of  opportunity 
(for  home  equity  conversion)  and  the  profile  of  nee  I 
(for  long-term  care) .    To  the  extent  that  they  match,  | 
new  way  of  financing  long-term  care  becomes  possible 


Estimating  the  Need  for  Long-Term  Care 

While  long-term  care  has  been  variously  defined 
we  have  chosen  to  focus  on  that  portion  of  the  age 
disabled  population  most  likely  to  incur  high  cosi 
either  for  substantial  and  frequent  home  care  or  fo 
institutionalization  to  procure  personal  care  (Weissert 
1983;  Weissert,  et  al. ,  1983).  This  population  i( 
effectively  described  by  the  Katz  Activities  of  Dail- 
Living  Scale,  which  defines  and  measures  need  fc 
human  assistance  in  six  activities:    bathing,  dressing' 


8^* 


toileting,  continence,  transferring,  and  eating.  Four 
Df  these  six  categories  are  captured  by  the  1977,  1978, 
1979  and  1980  National  Health  Interview  Surveys,  and 
analysis  of  both  the  scale's  properties  and  its  results 
in  these  surveys  shows  that  these  four  items  serve  as 
xcellent  proxies  for  the  remaining  two  items  (Katz,  et 
3l.,    1970;   Weissert,    1983), 

Weissert  and  Scanlon  (1983)  have  also  identified 
the  determinants  of  nursing  home  residency  using  a  data 
5et  that  combined  the  1977  National  Nursing  Home  Survey 
and  the  1977  National  Health  Interview  Survey.  They 
found  that  among  the  aged,  personal  care  dependency 
was  among  the  most  important  determinants  of  residency 
in  a  nursing  home.  Although  those  with  lower-level 
dependencies  (for  example,  in  mobility  or  household 
activities)  may  also  require  some  amount  of  long-term 
:are,  the  intensity  and  hence  the  cost  of  these  services 
are  much  lower  than  for  those  dependent  in  personal 
;are.  In  this  exploratory  research  it  is  appropriate 
to  focus  on  those  who  are  most  at  risk  of  accumulating 
:atastrophic  care  costs. 

To  estimate  the  risk  of  dependency  in  personal  care 
^aced  by  elderly  homeowners  (both  individuals  and 
:ouples) ,  we  analyzed  data  from  the  1977  National  Health 
nterview  Survey  and  the  1977  National  Nursing  Home  Sur- 
/ey.  The  combined  data  set  was  representative  of  all 
iving  Americans  aged  65  and  over.  First  we  split  the 
iample  randomly  into  two  halves,  each  having  over  six 
ihousand  observations.  Then,  using  one  part  of  the 
jplit  sample,  we  estimated  an  equation  predicting  the 
probability  that  an  elderly  person  would  be  dependent  in 
personal  care  at  a  specific  time  in  his  or  her  life. 
Logistic  regression  was  used  for  the  estimation  because 
'pf  the  low  probability  of  dependency  in  the  entire 
sample  (8.7  percent).  The  variables  we  used  included 
Wasures  of  a  person's  age,  sex,  marital  status,  and 
ace,  as  well  as  various  interaction  terms  and  transfer- 
nations  of  these  measures. 


The  equation  was  then  used  to  estimate  the  risk  of 
dependency  for  each  person  in  the  second  part  of  the 
split  sample.  We  then  compared  the  risk  estimate  with 
the  actual  prevalence  of  dependency  in  personal  care. 
Table  't,  showing  the  results  of  this  procedure,  reveals 
that  the  risk  estimates  were  very  good  measures  of  the 
actual  likelihood  of  being  dependent  in  personal  care. 
Of  those  whose  estimated  risk  was  between  3  percent  and 
5  percent,  for  example,  the  actual  prevalence  was  't.5 
percent. 

The  exact  same  procedure  and  model  were  used  to 
estimate  the  risk  of  institutionalization.  Overall,  4.6 
percent  of  the  subsample  were  residents  of  nursing 
homes.  In  Table  5  we  report  the  close  match  between 
estimated  risk  and  actual  institutionalization  rates. 
These  results  suggest  that  the  equations  derived 
should  provide  reasonably  reliable  estimates  of  risk  of 
dependency  and  risk  of  institutionalization. 


Table  5 

A  Comparison  between   Estimated  Risk  and 
Actual  Rates  of  Institutionalization 


Estimated  Risk 

Actual 

Percent 

Percent  of 

of  Institution- 

Institutionalized 

Elderly 

alization   (%) 

Population 

less  than  396 

1.1 

61 

3  to  less  than  5 

2.8 

11 

5  to  less  than   10 

8.3 

15 

10  to  less  than  15 

12.4 

6 

15  to  less  than  20 

18.8 

2 

20  to  less  than  25 

19.0 

2 

25  or  more 

37.2 

2 

Table  4 

A  Comparison  between   Estimated  Risk  and 
Actual  Dependency  in  Personal  Care 


TOTAL 


4.6 


99 


Estimated  Risk 
•f  Dependency  (%) 


"t 


, 

ess  than  3% 

to  less  than  5 
!f  to  less  than  10 
0  to  less  than   15 
5  to  less  than  20 

1|:0  to  less  than  25 
'5  to  less  than  35 
H.5  or  more 

I 
-OTAL 


Actual 

Percent 

Dependent 

Percent  of 

Elderly 
Population 

2.9 

30 

4.5 

26 

8.4 

19 

10.9 

9 

19.3 

5 

21.0 

3 

25.7 

4 

41.6 

3 

8.7 


99 


^.ource:  Special  tabulations  from  the  1977  National 
Health  Interview  Survey  and  the  1977  National 
Nursing  Home  Survey 


Source:  Special  tabulations  from  1977  National 
Health  Interview  Survey  and  the  1977 
National  Nursing  Home  Survey. 

In  gauging  an  elderly  person's  capacity  to  pay  for 
long-term  care  over  a  lifetime,  we  had  to  take  into 
account  the  fact  that  the  risk  of  need  for  such  care 
increases  with  each  year  of  age  ,  We  therefore  estimated 
the  relevant  probabilities  for  each  person  as  they  aged 
and  included  these  estimates  in  our  analysis.  We  should 
note  that  while  these  probabilities  were  calculated  for 
each  year  of  life,  they  do  not  precisely  measure  the 
risk  of  dependency  (or  institutionalization)  for  an 
entire  year.  For  example,  some  who  were  living  in  the 
community  at  the  time  of  their  interview  might  have 
entered  a  nursing  home  later  that  year  (or  might  have 
been  in  one  earlier) .  Conversely,  some  who  were  found 
to  be  dependent  in  personal  care  might  have  become  (or 
might  have  been)  independent  at  another  time  that  year. 

The  result  of  these  (unmeasured)  differences  is 
that  our  estimates  of  yearly  risk  may  be  somewhat  lower 
than  they  would  have  been  had  the  appropriate  data  been 
available.     Countering  this  bias,   however,   is  the  fact 
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that  in  our  subsequent  analytical  work  we  impute  risk 
probabilities  to  elderly  honneowners  who  are  living  in 
the  community.  The  fact  that  they  are  not  in  institu- 
tions may  be  indicative  of  a  level  of  physical  indepen- 
dence beyond  the  estimates  derived  from  their 
demographic  characteristics.  To  the  extent  that  this  is 
true,   we  may  be  overestimating  their  risk. 

To  address  the  central  research  question  of  this 
study ,  we  then  turned  to  the  1980  Annual  Housing  Survey . 
We  limited  our  analysis  to  those  homeowners  who  lived 
alone  or  only  with  their  spouses ,  who  were  65  years  old 
or  older,  and  whose  spouses,  if  present,  were  similarly 
aged.  In  1980,  there  were  eight  million  such  house- 
holds, 55  percent  of  which  consisted  of  elderly  indivi- 
duals living  alone .  For  each  elderly  homeowner ,  we  used 
the  derived  equations  separately  to  estimate  risk  of 
dependency  and  risk  of  institutionalization.  For 
married  couples  the  probability  that  at  least  one  of  the 
pair  would  be  dependent  was  then  calculated ,  as  was  the 
probability  that  at  least  one  would  be  institutiona- 
lized. Each  household  was  characterized  with  respect  to 
its  risk  estimates,  its  poverty  status,  and  its  family 
structure   (including  age  and  sex). 


Table  6 

Risk  of  Dependency  in  Personal  Care 
by  Family  Structure 


Risk  of 
Dependency 

Singles 

Couples* 

All 
Households 

less  than  5% 

25 

27 

26 

5  to 

less  than   10 

kl 

50 

49 

more  than   10 

28 

23 

26 

TOTAL 

100 

100 

101** 

*Probability  that   at  least  one  spouse  will  be  de- 
pendent in  personal  care . 

Not  equal  to   100  because  of  rounding  off. 

Table  7 

Risk  of  Institutionalization 
by  Family  Structure 


Risk  of 
Institution- 
alization 


Singles         Couples 


All 
Households 


less  than  ^ 

56 

84 

69 

5  to 

less  than   10 

2k 

12 

19 

10  or  more 

20 

k 

13 

TOTAL 


100 


100 


lor 


Probability  that  at  least  one  spouse  will  be  institu- 
tionalized . 

**Not  equal  to   100  because  of  rounding  off. 


Table  6  uses  the  estimation  model  to  predict  risk 
of   dependency   in   personal  care  by  family  structure: 
that  is,  for  single  people  and  for  elderly  couples.    The, 
table  shows  that  household  risk  of  dependency  does  not. 
differ  substantially  by  family  structure,  though  couples 
are  on  average  younger  and  have  individually  lower  pro- 
babilities of  dependency.     Table  7,  however,  shows  a 
substantial    difference    in    household    risk    of    institu- 
tional residency.    Singles  are  much  more  likely  to  be  at 
high  risk  of  eventually  living  in  a  nursing  home.     Our 
analysis  shows  that  some  small  portion  of  the  difference 
is  due  to  the  generally  older  age  of  singles,  but  most^ 
of   the   difference   is   explained  by  the  availablity  of' 
social  support,   in  this  case  from  the  spouse. 

These  differences  by  family  structure  are  very 
important  for  three  reasons.  First,  singles  have  the 
greatest  risk  of  institutional  residency.  Second,  they! 
are  presumably  much  less  likely  to  have  informal  care, 
available  to  them  when  they  become  personal-care  depen- 
dent. Third,  because  they  are  older,  they  are  likely  to, 
die  sooner  than  couple  members.  Because  they  have' 
shorter  life  expectancies,  they  have  more  money, 
available  from  their  equity  each  year  assuming  the  money] 
is  paid  out  on  a  lifelong  basis.  This  is  true  despite' 
the  fact  that  couples  tend  to  have  somewhat  higher, 
equity  than  singles. 


Using  Home  Equity  for  Pay  for  Home  Care 

Previous  research  has  shown  that  many  institution^ 
alized  elderly  persons  could  live  in  the  community  if 
they  received  adequate  personal  assistance  in  their, 
daily  activities.  While  subsequent  studies  have 
suggested  that  the  size  of  this  group  may  be  smaller 
than  originally  thought ,  a  growing  industry  now  supplies, 
such  assistance,  and  this  home  care  is  partially^ 
financed  by  the  public  sector .  However ,  many  dependent 
elderly  homeowners  who  desire  care  do  not  qualify  for, 
these  programs.  The  first  focus  of  our  research  is  to^ 
determine  whether  home  equity  might  help  pay  for  the 
home  care  of  people  dependent  in  personal  care. 

A  financial  instrument  to  convert  home  equity  into, 
income  for  this  purpose  will  ideally  have  severai| 
characteristics.  First,  it  should  allow  the  elderly  tc^ 
stay  in  their  homes  as  long  as  they  are  physically  able, 
without  facing  the  threat  of  the  cutoff  of  RAM  payments 
or  the  forced  sale  of  the  home.  Additionally,  it  shoulc, 
allow  the  homeowners  to  convert  only  that  portion  of 
home  equity  required  to  pay  for  home  care  (or  other  con- 
sumption deemed  necessary  by  the  owner) .  It  should  also 
be  adjustable  to  price  increases,  to  reflect  the  high 
inflation  rate  that  has  affected  most  health  care  ser-. 
vices.  Finally,  it  should  be  financially  sound,  able  tc 
make  its  payments  and  recover  these  and  other  costs  upor^ 
the  sale  of  the  home  or  the  death (s)  of  its  owner (s), 

Under  a  grant  from  the  Robert  Wood  Johnson  Fpun- 
dation,  which  also  funded  the  present  study.  Jack  Gut- 
tentag   of  the   University  of   Pennsylvania  and  Rober"^ 
Garnett    of    Southwest    Texas    State    University    have 
modeled  such  an  instrument,  which  would  convert  hom^ 
equity  into  lifetime  monthly  loans  to  finance  long-tern 
health  care   (or  other  expenses).     The  model  is  not  i 
blueprint   for   a   home   equity  conversion  plan   per  se 
rather,   it  provides  data  on  how  large  a  RAM  paymen 
could   be   realized   from   each   $1,000   of  home  equit; 
available  for  conversion  by  an  institution  that  had  cer 
tain    financial    characteristics.       These    include    somt 
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I  characteristics  of  private  sector  institutions  (for 
example,  a  net  positive  real  rate  of  return),  and  some 
characteristics  of  public  sector  programs  (for  example, 
the  absence  of  tax  liabilities).  The  model  incorporates 
some  assumptions  about  the  economy  in  general,  and  the 

j  housing  and  health  care  markets  in  particular. 

I  We  are  fairly  conservative  in  the  assumptions  we 

;  make  to  utilize  the  model.    Specifically,  we  assume  that 
the  general  inflation  rate  will  be  about  6  percent,  but 
'that  health  service  prices  will  rise  at  a  rate  2,5  per- 
centage   points    higher.        This    8.5    percent    rate    is 
slightly  higher  than  the  inflation  in  nursing  home  costs 
'(during    the    last   decade,    and   slightly   lower   than   the 
increase   in  the  cost  of  home  service  in  that  period, 
[The  RAM  payments  would  thus  rise  8.5  percent  each  year 
*ito  offset  price  increases.    We  also  assumed  that  housing 
'Iprices  would  increase  at  the  rate  of  general  inflation. 
iHome  values  increased  faster  than  inflation  during  the 
-  two  prior  decades ,   but  high  interest  rates  suppressed 
appreciation  rates  in  the  early  1980s.    Lower  mortgage 
'rates  will  undoubtedly  increase  home  appreciation  rates . 
"We  also  require  the  home  equity  conversion  instrument  to 
'net   a  real  rate  of  return  of  six  percent    (that  is,   a 
■rominal  rate  of  12.4  percent  return).   Finally,  we  allow 
^elderly  homeowners  to  convert  a  maximum  of  91  per- 
I'pent  of  their  equity.    Thus,  they  (or  their  heirs)  would 
ifetain  a  minimum  of  9  percent  of  their  home's  value. 

ii 

The  size  of  the  maximum  RAM  payment  that  could 
e  derived  from  home  equity  is  a  function  of  the  current 

l»falue  of  the  net  equity,  and  the  current  age  and  the  sex 
tof  the  owner  (and  spouse  when  present) ,    We  calculated 

these  potential  payments  (expressed  in  annual  terms)  for 
^Each  household,  using  the  1980  Annual  Housing  Survey 
fdata.  Table  8  shows  the  distribution  of  these  payments 
%y  family  structure  and  current  risk  of  dependence  in 
TOersonal  care.  Our  major  hypothesis  was  correct.  Those 
who  are  at  greatest  risk  are  also  in  the  best  position 
Vfo  convert  home  equity  into  income.   More  than  half  (56 

■>ercent  )  of  all  high-risk,  single  elderly  homeowners 
'hould  generate  more  than  $3,000  per  year  (to  start)  out 
**i>f    their    home    assets.       This    is    a    critical    finding, 

♦ecause  these  individuals,  most  likely  to  require  home 

lissistance,  do  not  have  a  spouse  (or  other  relative)  in 
'"the  home  and  quite  probably  would  need  to  receive  some 
^ 'lome  care  to  continue  living  independently  in  the 
"*i:omm  unity, 

*  Married  homeowners  are  generally  less  likely  to 

''i'lequire  personal  assistance  (other  than  that  of  their 
"  jpouses)  and  are  also  less  well  suited  to  convert  home 

quity  into  a  lifetime  income  stream.  Nevertheless, 
ose  couples  who  face  at  least  a  10  percent  probability 

hat  one  or  the  other  partner  will  need  personal  care 
•'|ave  the  highest  potential  RAM  payments.  More  than  a 
juarter  (27  percent)  could  get  more  than  $3,000  a  year 
4; to  start). 


To  see  how  far  these  RAM  payments  could  go  in 
aying  for  home  care,  we  used  the  research  results  of  a 
najor  Medicare-financed  homemaker  services  demon- 
tration  program.  This  study  found  that  when  offered 
ome  care  free  of  charge ,  persons  dependent  in  [jersonal 
are  consumed  an  average  of  387  hours  of  formal  care  p)er 
atient  year  (Weissert,  et  al.  ,  1980).  We  obtained  a 
jrrent  charge  quotation  for  homemaker  services  from 
'j\e  largest  provider  or  homemaker  services  in  that 
udy,  the  San  Francisco  Home  Health  Agency.  That 
gency  is  one  of  the  nation's  largest  home  health  pro- 
>ders,  and  it  operates  in  a  very  high  cost  area.     The 


Table  8 

Potential  Annual  RAM  Annuity,   by  Family  Structure 
and  Risk  of  Dependency  in  Personal  Care 


Estimated  Risk  of   Dependency 
Potential  5  %  to  10  % 

Annual  less  less  or 

RAM  Payment         than   5  %       than   10  %       more 


up  to  $2,000 

$2,001   to 
$3,000 

$3,001   to 
$5,000 

more  than 
$5,000 


TOTAL 


86 


100 


Singles 

56 

29 

23 

15 

1* 

28 

7 

28 

100 

100 

Couples 


up  to 
$2,000 

$2,001   to 
$3,000 

$3,001   to 
$5,000 

more  than 
$5,000 


TOTAL 


93 


100 


81 

57 

13 

17 

* 

18 

2 

9 

100 

101 

Not  equal  to   100  because  of  rounding  off. 

**Probability    that    either    spouse    is    dependent     in 
personal  care. 


agency's  average  charge,  and  the  one  used  in  our  annual 
cost  estimates,  is  $9,25  per  hour.  From  these  data  we 
derived  an  average  yearly  cost  of  home  care  of  $3,580, 
We  regard  this  as  a  conservatively  high  estimate  of 
average  charges  for  home  care. 

Table  9  reveals  what  proportion  of  elderly 
homeowners  could  finance  these  services  for  the  rest  of 
their  lives  out  of  the  proceeds  of  our  home  equity  con- 
version instrument ,  As  expected  from  the  data  displayed 
in  the  previous  table,  we  find  that  RAM  payments  would 
cover  these  costs  for  many  of  those  at  greatest  risk  of 
need,   including  nearly  half  of  all  high-risk  singles. 
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Table  9 

Percentage  of  Elderly  Homeowners  Who  Could 
Purchase  $3,580   (plus  annual  increases  for 
inflation)   Worth  of  Homecare  Each  Year,   by  Family 
Structure  and  Risk  of  Dependence 


Risk 

of   Dependence 

less  than 

^  to               10%  or 
less                   more 
than   1096 

Ail  Homeowners 

Singles 

Couples 

2 
3 
0 

8                     30 

15                     48 

1                       3 

Yet  we  have  reason  to  believe  that  these  figures 
underestimate  the  true  potential  of  home  equity  conver- 
sion for  home  care.  We  have  assumed  here  that  those 
dependent  in  personal  care  would  purchase  the  total 
package  of  formal  services .  That  assumption  ignores  the 
fact  that  if  elderly  homeowners  had  to  pay  for  these 
services  themselves,  some  of  them  would  undoubtedly 
spend  less  money  on  formal  care  and  would  endeavor  to 
rely  more  on  family,  friends,  or  voluntary  sector  help, 
where  available.  For  purposes  of  this  analysis, 
however ,  we  continue  to  assume  that  elderly  homeowners 
would  purchase  the  entire  package.  (Another  conser- 
vative assumption  is  that  where  a  couple  purchases  home 
services,  both  husband  and  wife  need  these  services.  In 
most  cases,  this  will  not  be  true,  but  for  our  purposes 
we  assume  that  it  is„) 

Still  another  assumption  we  have  made  is  extremely 
conservative.  To  estimate  RAM  payments  we  have  been 
using  the  1971  Individual  Annuity  Mortality  (lAM)  Table, 
which  the  insurance  industry  has  used  to  price  lifetime 
annuities.  The  mortality  rates  in  this  table  are  lower, 
and  life  expectancies  are  correspondingly  higher,  than 
for  most  of  the  elderly  population.  For  example,  a 
woman  aged  15  had  a  lifetime  expectancy  of  1 1 , 5  years  in 
1978  (U.So  Depto  of  Health  and  Human  Services,  1978)  „ 
The  1971  lAM  table,  however,  lists  her  life  expectancy 
as  12 „ 3  years  (American  Council  on  Life  Insurance, 
1980). 

In  actuality,  onset  of  dependency  in  personal  care 
almost  certainly  is  associated  with  reduced  life  expec- 
tancy. We  know  of  no  study  that  attempts  to  estimate 
the  magnitude  of  this  change.  We  did,  however,  make  a 
modest  adjustment  to  reflect  this  shift  in  expected  mor- 
tality rates.  By  setting  back  the  1971  lAM  mortality 
distribution  a  total  of  five  years,  we  calculated  RAM 
payments  on  the  basis  of  life  expectancies  somewhat 
shorter  than  those  of  the  general  elderly  population. ^ 
For  example,  we  assumed  that  the  75-year  old  woman 
with  a  need  for  assistance  in  personal  care  would  have 
a  life  expectancy  of  9.1  years «  In  fact,  it  probably 
would  be  even  lesSo 


■'  That  is,  we  assumed  that  a  75-year-old  woman  depen- 
dent in  personal  care  would  face  a  mortality  rate  equal 
to  that  faced  by  a  nondependent  80-year-oldo 


Table  10  illustrates  the  impact  of  this  adjustmer 
for  various  segments  of  the  single  elderly  homeowne 
population.  More  than  a  third  of  such  homeowners  coul] 
pay  for  home  care  using  their  RAM  annuity .  About  three] 
fifths  of  those  most  likely  to  face  a  need  for  home  car* 
could  finance  this  care  with  their  home  equity.  Mori 
importantly,  almost  one-half  of  those  who  have  very  lo' 
income  and  who  are  at  greatest  risk  of  dependency  coul 
buy  home  care  with  their  RAM  payments.  This  finding  .' 
truly  impressive  and,   we  think,   of  great  importanc** 


Table  10 


\ 


Percentage  of  Single  Elderly  Homeowners  Who  Cou.j 
Purchase  Home  Care  Each  Year  Using  Only  the  RA? 
Payment,  by  Mortality  Distribution,  Income,  and  Ri^ 


Mortality  Distribution 


1971   lAM* 

1971   I  AM  Set 
Back  5  Years 

All  Single   Elderly 
Homeowners 

22 

35 

High-Risk**  Singles 

48 

61 

Low -Income*  *  Singles 

17 

28 

Low-Income   High-Risk 
Singles 

35 

48 

*1971    Individual  Annuity  Mortality. 

**Risk  of  Dependence  greater  than  or  equal  to 

10  percent. 
***Income  less  than   125  percent  of  the  poverty  li 


Still  another  conservative  assumption  we  have  mai 
is  that  elderly  homeowners  would  not  touch  their  regul 
incomes  to  finance  their  home  care .  However ,  many  ag 
people  would  undoubtedly  spend  some  of  this  income 
that  meant  they  could  stay  out  of  a  nursing  home 
could  relieve  a  relative  of  some  of  the  burdens 
informal  care.  Others  might  prefer  to  exhaust  th( 
regular  income  resources  before  they  used  their  hor 
assets. 


To  deal  with  this  possibility,  we  developed  estimc 
tes  which  assume  that  people  might  use  as  much  as  ore 
half  of  their  discretionary  income  before  thay  spenci 
RAM  annuity .  Again ,  we  estimated  discretionary  incor' 
conservatively.  First  we  eliminated  all  earned  incom 
since  a  person  experiencing  severe  dependency  would  pr 
bably  not  have  earnings,  and  a  spouse's  earning  pow 
might  be  lost  if  she  or  he  had  to  remain  home  with  t 
dependent  person.'^  (Also,  earnings  in  all  cases  woic 
eventually  cease.)  Then  we  subtracted  income  equali 
twice  the  poverty  line  for  the  individual  person  ) 
couple.  (This  level  of  income  for  couples  was  five  pe 
cent  higher  than  the  Bureau  of  Labor  Statistics  (BL 
"intermediate"   budget   for   a   retired   couple  in   198 


'^  This  is  also  a  conservative  assumption.  If  a  work, 
spouse  quit  her  job,  there  would  presumably  be  less  ne 
for  formal  care.  If  she  continued  working,  part  of  t 
earnings     could     be     used     to     purchase     such     cai 
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There  was  no  BLS  series  of  budgets  for  retired  singles, 
and  the  couples  budget  series  was  discontinued  after 
1981.)  In  constant  1983  dollars,  this  amounted  to 
$9,600  for  an  individual  and  $12,100  for  couples. 
Remaining  income  above  this  amount  was  classified  as 
discretionary. 

Table  1 1  reveals  the  impact  of  allowing  elderly 
homeowners  who  are  dependent  in  personal  care  to  use 
some  of  their  current  discretionary  income  to  help  pay 
for  home  care.  Still  more  homeowners  could  afford  this 
care.  Nearly  one-half  Cf?  percent)  of  all  those  at  high 
risk  of  need  could  pay  for  it  if  they  had  to.  For 
singles,  this  number  increases  to  63  percent.  Most 
couples  still  could  not  afford  the  yearly  service 
package,  but  remember  that  most  couples  would  not  need 
to  purchase  as  many  services  as  we  are  assuming  in  these 
calculations . 

Table  11 

Percentage  of  Elderly  Homeowners  Who  Could 
Purchase  Home  Care  Each  Year  Using  One-Half  of 
Discretionary  Income  in  Addition  to  RAM  Payment,  by 
Mortality    Distribution,     Family    Structure,    and    Risk 


mil 


Mortality  Distribution 


1971   IAM' 


1971   lAM  Set 
Back  5  Years 


(AH  Elderly  Homeowners  23 

High-Risk       Homeowners  36 

All  Singles  31 

High-Risk  Singles  51 

All  Couples  13 

High-Risk  Couples  13 


31 

H2 
63 
16 
22 


1971   Individual  Annuity  Mortality. 

Risk  of  Dependence  equals  or  exceeds  10  percent. 


Thus,  home  equity  could  potentially  have  a  signifi- 

pant  impact  on  elderly  homeowners'  capacity  to  pay  for 

are  in  their  homes.      The  conversion  of  home  equity 

tiir|i||VOuld  enable  some  who  might  otherwise  be  institutiona- 

ized  to  remain  in  the  community.      It  would  also  let 

fome  dependent  homeowners  relieve  spouses  or  other 

icokelatives   of   some   of    the   burdens   of   informal   care. 

:oii'ji 

How  much  equity  an  elderly  homeowner  would  want 
|/jo  give  up  to  obtain  home  care  would  be  a  matter  of 
Individual  choice.  However,  home  equity  conversion 
wopould  offer  a  financing  option  not  now  available  to 
jualljiundreds  of  thousands  of  people  who  might  need  such 
pare . 


Jslng  Home  Equity  to  Pay  for  Nursing  Home  Insurance 


d 


The   probability   that  an  elderly  homeowner   will 
ii;ventually  undergo  a   long-term  nursing  home  stay  is 


ssiytjuite  low,  though  it  is  almost  certainly  higher  than  the 
of  probability  that  his  house  will  burn  to  the  ground. 
ci  ^Homeowners     routinely      insure     against      the      latter 


catastrophe,  but  few  of  the  elderly  are  insured  against 
the  financial  impact  of  a  very  long  stay  in  an  institu- 
tion. In  part,  this  reflects  a  variety  of  difficulties 
faced  (or  imagined)  by  potential  sellers  of  such 
insurance  policies.  But  the  lack  of  availability  of 
catastrophic  cost  insurance  is  also  reinforced  by  the 
demand  limitations  of  some  older  widows  and  couples  who 
might  feel  that  they  could  not  afford  such  insurance 
using  their  regular  retirement  income.  Most  elderly 
people  do  pay  for  some  health  insurance  privately 
(Cafferata,  in  press) ,  but  they  may  perceive  their  capa- 
city to  finance  still  more  insurance  to  be  quite 
limited . 

Home  equity  conversion  could  be  used  to  pay  for 
such  an  insurance  policy.  To  explore  this  possibility, 
two  steps  are  necessary.  First,  we  must  specify  the 
stream  of  payments  required  over  a  lifetime  to  pay  for 
nursing  home  or  other  long-term  care  insurance .  Next  we 
must  determine  the  degree  to  which  a  home  equity  conver- 
sion instrument  tailored  to  this  purpose  would  cover  the 
costs  of  this  insurance.  Without  a  fully  developed 
market  for  long-term  care  insurance,  we  must  of 
necessity  make  some  judgments  about  what  services  would 
be  covered  and  how  payment  schedules  could  be  deter- 
mined. 

In  what  follows,  we  analyze  two  kinds  of  coverage 
and  three  kinds  of  payment  from  three  home  equity  con- 
version instruments.  One  of  the  insurance  plans  has 
been  put  together  as  a  prototype  private  sector 
insurance  instrument.  Another  is  a  conceptual  pooling 
of  costs  without  the  regulatory  requirements  of  a  pri- 
vate sector  plan.  One  of  the  home  equity  conversion 
instruments  is  a  private  sector  plan  now  actually 
available  in  one  state.  The  others  are  derived  from  the 
home  equity  conversion  model  we  used  in  the  previous 
section.  The  reader  is  thus  forewarned  that  our  analy- 
sis is  illustrative  rather  than  definitive,  and  that  the 
plans  should  not  be  compared  directly  because  they  have 
somewhat  different  objectives  and  are  financed  in  dif- 
ferent ways.  Nevertheless,  our  results  seem  robust  and 
the  major  findings  are  consistent  across  plans. 

The  first  plan  we  model  represents  a  simple  pooling 
of  costs  for  long-term  nursing  home  care,  with  each  par- 
ticipant required  to  pay  a  share  equal  to  his  expected 
cost  of  a  long-term  stay.  While  we  call  the  plan  an 
insurance  plan,  the  reader  should  understand  that  it  is 
not  comparable  to  a  private-sector  instrument,  which 
would  have  reserve  requirements  as  well  as  a  variety  of 
other  costs  borne  by  insurance  companies.  It  is, 
however,  insurance  in  the  sense  that  it  pools  the  risk 
of  catastrophic  nursing  home  costs  and  as  such  repre- 
sents most  of  the  limited  range  of  cost  factors  likely 
to  be  taken  into  account  if  such  a  plan  were  offered  by 
a  government  agency. 

We  first  calculated  the  expected  cost  of  a  long- 
term  stay  for  each  elderly  homeowner  (and  for  her  spouse 
where  present).  We  defined  a  long-term  stay  as  one 
exceeding  four  months,  and  we  specified  that  the  plan 
would  have  a  four-month  deductible  to  be  paid  by  the 
elderly  homeowner.  The  expected  cost  of  a  long-term 
stay  was  set  to  equal  the  probability  of  being  insti- 
tutionalized multiplied  by  the  probability  of  a  stay  of 
more  than  four  months  (if  institutionalized)  multiplied 
by  the  expected  length  of  stay  beyond  four  months 
multiplied  by  the  cost  of  a  stay  of  this  expected 
length.  (The  first  probability--that  of  being  insti- 
tutionalized--was   calculated    for   each   homeowner   as 
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described  earlier.  The  second  and  third  values  in  the 
formula  were  obtained  from  the  discharge  file  of  the 
1977  National  Nursing  Home  Survey.  To  estimate  the 
final  value,  the  cost,  we  took  the  1976  data  on  the 
average  monthly  costs  of  nursing  home  stays  of  one  to 
three  years  and  inflated  these  costs  to  1983  dollars, 
(compounding  at  a  rate  of  8.5  percent  per  year.) 

The  cost  of  a  long-term  stay,  as  derived  from  this 
formula,  would  vary  from  one  year  to  the  next  for  each 
homeowner,  in  part  because  prices  would  rise,  but  also 
because  the  person  would  be  older  (and  therefore  at 
greater  risk  of  institutionalization).  Also,  the 
married  homeowner  may  lose  a  spouse  ( most  often  through 
death  )^  and  hence  also  increase  her  probability  of 
institutionalization.  To  provide  an  annual  RAM  payment 
to  meet  these  increasing  costs,  the  home  equity  conver- 
sion model  described  in  the  previous  section  was 
modified  so  that  the  annual  payment  increased  at  a  rate 
sufficient  to  cover  both  health  price  increases  and 
yearly  increases  in  the  probability  of  being  institu- 
tionalized. This  modification  required  that  annual 
payments  increase  20  percent  each  year  for  single  men, 
21  percent  for  single  women,  and  29  percent  for  married 
men  and  women .  For  couples ,  the  insurance  plan  requires 
addition  of  the  expected  costs  for  each  spouse.      We 


^  In  1978  there  were  only  six  thousand  men  aged  65  and 
older  and  three  thousand  similarly  aged  women  whose 
marriages  ended  in  divorce  or  annulment  (U.S.  Dept.  of 
Health  and  Human  Services,    1978b). 


again  used  the  1971  lAM  table  to  reflect  mortality  rates 
in  the  general  elderly  population. 

Table    12    describes    the    annual    RAM   payments, 
available  from  this  plan .     As  with  the  first  Instrument  j 
singles    could    realize    greater    payments    than    could 
couples.      Within  each  group,   households  with  greater 
risk  of   institutionalization   also   have   larger  potential 
RAM  payments.  The  reader  will  note  that  these  payments 
are  lower  than  those  available  from  the  first  instrument  5 
(and  reported  in  Table  8) .  However,  as  we  report  below, 
the  yearly  premiums  to  support  this  insurance  plan  are 
much  lower  than  the  yearly  costs  of  home  care ,  so  that 
more  elderly  homeowners  could  finance  insurance  costs 
than  could  pay  for  home  care. 

The  next  step  in  our  analysis  was  to  estimate  the 
proportion  of  elderly  homeowners  whose  annual  RAM 
payments  could  cover  the  pooled  costs  of  extended 
nursing  home  stays  for  the  rest  of  their  lives.  (For 
these  calculations,  we  returned  to  the  1971  lAM  tables. 
Thus  we  assume  life  expectancies  somewhat  longer  than 
the  general  population's.  This  should  result  in  conser- 
vative estimates  of  annuity  payments.  As  before,  we 
allow  homeowners  to  convert  up  to  91  percent  of  their 
equity.)  Table  13  reports  these  results  for  a  variety 
of  elderly  homeowner  groups.  Slightly  over  half  of  all[ 
households  could  pay  for  this  catastrophic  nursing  home 
cost  insurance. 

Nearly  half  of  all  homeowners  with  low  income  but 
high  risk  of  institutionalization  could  use  this  method 


Table   12 

Potential  Annual  RAM  Annuity  Available  for  Catastrophic  Nursing  Home  Cost  Insurance 
by  Family  Structure  and  Risk  of  Institutionalization 


Potential  Annual 
RAM  Payment 


Estimated  Risk  of  Institutionalization^ 


up  to  $1000 
$1001   to  $2000 
$2001   to  $3000 
more  than  $3000 
TOTAL 


up  to  $1000 
$1001   to  $2000 
$2001   to  $3000 
more  than  $3000 
TOTAL 


5  %  to 

Less  than 

5  % 

Less  than 

10  % 

10  %  or  more 

Singles 

8S 

45 

15 

10 

34 

27 

1 

11 

20 

1 

10 

38 

100 


100 


100 


Couples 

99 

87 

43 

1 

11 

40 

0 

1 

g 

0 

1 

9 

100 


100 


100 


For  couples,   the  risk  is  the  probability  that  either  spouse  will  be  institutionalized. 
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of  payment.  In  contrast  with  the  home  care  plan,  a 
substantial  number  of  couples  could  also  pay  for 
insurance  out  of  their  home  equity,  though  not  many  in 
the  high  risk  group  could  do  so. 


Table  13 

Percentage  of  Elderly  Homeowners  Who  Could 

Purchase  Catastrophic  Nursing  Home  Cost  Insurance 

Using  Only  the  RAM  Payment,   by  Family  Structure, 

Risk,   and  Income 


a  large  portion  of  elderly  homeowners  (including  four 
out  of  every  five  high  risk  homeowners)  could  also  buy 
this  long-term  care  insurance. 


Table   I't 

Percentage  of  Elderly  Homeowners  Who  Could 
Purchase  Catastrophic  Nursing  Home  Cost  Insurance 

Using  One-Quarter  of  Discretionary  Income  in 
Addition  to  the  RAM  Payment,   by  Family  Structure, 
Risk  and  Income 


All 

Homeowners         Singles  Couples 


All 
Homeowners         ^ingles  Couples 


All 

All 

Homeowners 

53 

6* 

39 

Homeowners 

72 

67 

77 

High  Risk* 

58 

6* 

18 

High  Risk* 

64 

65 

59 

Low  Income 

f3 

49 

22 

Low  Income 

43 

49 

22 

Low  Income- 

Low  Income- 

High  Risk 

47 

49 

*** 

High  Risk 

47 

49 

**♦ 

Risk  of  Institutionalization  equals  or 
exceeds   iQ  percent. 

Income  less  than   125  percent  of  the  poverty 
line. 
***Sample  too  small  for  reliable  estimate. 


Risk  of  Institutionalization  equals  or 

exceeds   10  percent. 

**Income  less  than   125  percent  of  the  poverty 

line. 
***Sample  too  small  for  reliable  estimate. 


As  in  our  analysis  of  the  home  care  plan,  we  also 
estimated  the  percentage  of  elderly  homeowners  who 
could  pay  for  catastrophic  cost  insurance  if  they  used 
some  of  their  discretionary  income  in  addition  to  their 
RAM  payments.  Table  14  reveals  a  substantial  jump  in 
the  number  of  people  who  could  make  such  a  purchase. 
Nearly  three  quarters  of  all  elderly  homeowners  could 
buy  insurance  using  no  more  than  a  quarter  of  their 
discretionary  income  and  their  RAM  payment.  Surpris- 
ingly, a  larger  percentage  of  couples  than  singles 
could  do  this.  The  difference  lies  in  the  much  greater 
discretionary  income  enjoyed  by  many  couples. 

A  second  insurance  plan  for  consideration  here  is 
that  developed  as  a  prototype  private  sector,  long-term 
care  insurance  program  by  Mark  Meiners  and  Gordon 
Trapnell  (Meiners  and  Trapnell,  1983) .  This  plan  would 
pay  a  fixed  amount  per  day  ($50)  for  nursing  home  stays 
beyond  three  months.  It  also  has  a  provision  to  pay  for 
home  health  services  as  an  alternative  to  institutiona- 
lization. As  structured,  the  plan  would  have  fixed 
premiums  over  a  lifetime  and  fixed  benefits  whenever 
they  are  drawn.  For  purposes  of  our  analysis,  we  varied 
the  premiums,  increasing  them  at  8.5  percent  per  year  so 
that  the  benefits  could  increase  at  that  rate^.  The 
RAM  plan  previously  considered  for  home  care  was  then 
applied  to  these  premium  estimates.  Table  15  shows  that 


The  reader  should  note  that  we  used  the  premium 
prices  that  Meiners  and  Trapnell  have  estimated  for 
group  plans,  which  would  most  closely  approximate 
coverage  of  the  general  elderly  public. 


Table   15 

Percentage  of  Elderly  Homeowners  Who  Could  Pay 
the  Premium  for  a  Prototype  Long-Term  Care 
Insurance  Policy  Using  One -Quarter  of 
Discretionary  Income  in  Addition  to  the  RAM 
Payment,   by  Family  Structure,   Risk,   and  Income 


All 

Homeowners 

Singles 

Couples 

All 

Homeowners 

66 

82 

47 

High  Risk* 

83 

88 

53 

Low  Income 

59 

71 

16 

Low  Income- 

High  Risk 

78 

80 

*** 

*Risk  of  Institutionalization  equals  or 

exceeds   10  percent. 

**Income  less  than  125  percent  of  the  poverty 

line. 
♦♦♦Sample  too  small  for  reliable  estimate. 


Finally,    we    applied    to    the    original    prototype 
insurance  plan  (with  fixed  premiums  and  fixed  benefits) 
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the  reverse  mortgage  payments  now  actually  available 
from  a  company  in  New  Jersey.  American  Homestead 
Mortgage  Corporation  recently  began  to  offer  its  Century 
Plan ,  which  provides  fixed  reverse  mortgage  payments  to 
elderly  homeowners  over  a  period  up  to  forty  years 
(essentially  for  a  lifetime).  These  loans  are  made  with 
a  below-market  nominal  interest  rate  in  exchange  for  a 
share  of  future  home  appreciation.  (More  information 
about  the  plan  is  available  from  American  Homestead  at 
the  Company's  offices  in  Mount  Laurel,  New  Jersey.) 
Using  this  reverse  mortgage  payment  (and  up  to  one- 
fourth  of  discretionary  income)  about  half  (32  percent) 
of  all  elderly  homeowners  (and  75  percent  of  all 
singles)  could  purchase  the  prototype  long-term  care 
insurance.     About  one  in  four  couples  do  so. 

Thus ,  we  see  that  for  each  combination  of  insurance 
instrument  and  RAM  payment  plan,  a  very  high  proportion 
of  all  older  single  homeowners,  and  a  significant  number 
of  older  couples,  could  finance  long-term  care  out  of 
their  home  equity  (in  some  cases  using  a  portion  of 
their  discretionary  income).  We  should  note  as  well 
that  most  people  who  could  pay  for  these  plans  would  not 
have  to  use  all  of  their  available  home  equity  to  do  so. 

Restricting  homeowner  financing  to  no  more  than  two- 
thirds  of  the  potential  RAM  payment  and  one-quarter  of 
discretionary  income,  we  still  find  that  about  one-half 
of  elderly  homeowners  could  buy  long-term  care 
insurance'.  Home  equity  can  clearly  help  finance 
catastrophic  long-term  care  insurance  plans  for  many 
older  Americans. 


Discussion 

Our  analysis  provides  strong  evidence  that  a  large 
proportion  of  older  Americans  could  use  some  of  the 
assets  they  have  tied  up  in  their  homes  to  help  finance 
their  long-term  health  care  needs.  For  some,  this  could 
mean  gaining  access  to  care  not  now  available.  Others 
could  relieve  family  and  friends  of  burdens  of  providing 
needed  personal  assistance  or  nursing  home  payments. 
All  who  participated  in  a  home  equity  conversion  program 
to  provide  home  care  would  be  able  to  stay  in  their 
homes  as  long  as  they  were  physically  and  mentally  able. 
Those  who  used  RAM  payments  to  finance  long-term  care 
insurance  would  be  protected  against  the  improbable  but 
devastating  costs  of  a  lengthy  nursing  home  stay. 

Throughout,  we  have  tried  to  be  judicious  in  the 
assumptions  underlying  our  estimates  of  the  private 
capacity  to  finance  long-term  care.  We  have  not,  for 
example,  included  the  use  of  assets  other  than  home 
equity.  Moreover,  our  conservative  definition  of 
discretionary  income  and  the  limited  partial  use  of  it 
may  underestimate  both  the  capacity  and  the  willingness 
of  elderly  homeowners  to  help  pay  their  health  bills. 
In  California,  we  should  note,  participants  in  the 
Reverse  Annuity  Mortgage  Program  list  health  care  as  the 
primary  reason  for  taking  out  a  reverse  mortgage,  and  a 
1980  survey  of  elderly  Wisconsin  residents  found  that 
paying  for  health  care  would  be  the  most  important  use 
to  which  RAM  payments  could  be  put  (Scholen  and  Chen, 
1980). 


'  The  precise  figures  are  56  percent  for  the  pooled 
cost  model;  ^9  percent  for  the  rising  benefit  prototype 
private  sector  plan;  and  i^6  percent  for  the  fixed  bene- 
fit    plan     purchased    using    Century     Plan    payments. 


While  home  equity  conversion  facilitates  the  use  of 
private  resources,  there  are  clearly  public  purposes 
that  might  be  served  in  the  process.    Among  these  are: 

•  Increased  access   to  health  care  services, 

•  Expansion  of  individual  choice  in  health-care 
decisions , 

•  A  more  equitable  and  less  arbitrary  distribution 
of  health  care  financing  burdens  (through  risk 
pooling) , 

•  Support  of  the  elderly 's  desire  to  remain  in  their 
homes. 

The  public-sector  interest  in  encouraging  the 
development  of  home  equity  conversion  suggests  that 
federal  and  state  governments  should  remove  those  regu- 
latory barriers  that  impede  the  development  of  home 
equity  conversion  plans,  and  make  other  legislative 
changes  that  might  facilitate  that  development.  Some  of 
this  work  has  begun,  while  other  steps  remain  to  be 
taken.  In  the  U.S.  Senate,  for  example,  there  is 
currently  a  bill  to  clarify  the  tax  consequences  of 
sale-leaseback  programs  that  allow  elderly  homeowners 
to  sell  their  homes  and  still  remain  lifetime  tenants  in 
them.  Last  year  the  secretary  of  housing  and  urban 
development,  Samuel  Pierce,  proposed  a  demonstration 
program  that  would  insure  up  to  one  thousand  reverse 
mortgage  loans,  a  step  that  would  allow  financial  insti- 
tutions some  of  the  protection  provided  them  under  con- 
ventional mortgages .  House  and  Senate  action  on  reverse 
mortgage  insurance  would  make  a  major  contribution  to 
the  development  of  home  equity  conversion  programs. 

With  respect  to  the  use  of  home  equity  to  finance 
long-term  health  care,  more  work  should  be  done  before 
large  scale  efforts  are  launched  to  convert  home  equity 
for  this  purpose.  An  effort  to  estimate  the  reduced 
life  expectancies  of  those  dependent  in  personal  care 
would  be  invaluable,  for  these  figures  would  allow 
institutions  to  provide  higher  yearly  RAM  payments  on  a 
financially  sound  basis  to  those  who  might  use  home 
care.  Also  needed  are  more  precise  estimates  of  the 
costs  of  long-term  care  for  various  groups  of  patients 
in  different  care  settings.  It  will  also  be  valuable  to 
expand  the  definition  of  people  who  need  assistance,  in 
order  to  estimate  the  potential  home  equity  financing  of 
assistance  only  in  mobility  and  instrumental  daily 
living  activities. 

Another  important  research  effort  might  consist  of 
attempts  to  validate  our  estimates  of  risk,  cost  of  ser- 
vice, and  the  home  equity  conversion  potential  for 
financing  these  services.  Other  extant  data  might  be 
analyzed  for  validation  purposes.  However,  it  might  be 
extremely  valuable  to  assess  directly  what  home  equity 
resources  are  available  to  recipients  of  health  care 
assistance.  Samples  of  Medicaid  (or  Medicare)  patients 
at  a  national  or  state  level  could  be  analyzed  for  this 
purpose . 

Based  on  this  and  other  work,  it  should  be  possible 
to  structure  a  demonstration  program  that  would  convert 
home  equity  for  the  purpose  of  financing  long-term 
health  care.  But  the  design  process  would  need  to 
address  a  number  of  important  policy  questions.  Among 
them  are  the  following: 

•  Appropriateness  and  variety  of  public  subsidy 
mechanisms  to  encourage  participation; 

•  Identification  and  removal  of  federal  and  state 
legislative  and  regulatory  barriers; 
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•  Copayments,  deductibles,  scope  of  benefits ,  and 
other  methods  of  addressing  adverse  selection  and 
moral  hazard  problems; 

•  The  potential  role  of  various  institutional  par- 
ticipants, including  state  Medicaid  programs, 
private  insurance  carriers,  lending  institutions, 
employers,  investors,  consumer  organizations, 
and  the  Health  Care  Financing  Administration; 

•  Demand  and  participation  estimates  and  incen- 
tives; 

•  Cost  estimation; 

•  Equity  considerations. 

Among  the  items  on  this  list,  equity  considerations 
are  the  knottiest.  Is  it  appropriate  to  call  upon  those 
who  have  earned  and  saved  in  the  form  of  home  equity  to 
pay  for  their  own  care?  Would  a  program  of  this  type 
relieve  the  long-term  care  burden  from  one  group  but 
j  defuse  pressure  for  public  action  to  serve  other  politi- 
ically  less  potent  but  needy  groups,  for  example,  renters 
'and  the  poor?  Should  the  availability  of  home  equity  be 
I  regarded  as  an  excuse  to  cut  off  public  support  to 
'those  who  have  it? 

These  issues  involve  value  judgments  not  amenable 
to  research  other  than  that  which  is  involved  in  a  care- 
ful weighing  of  costs  and  benefits  from  the  perspective 
I  of  the  potential  beneficiaries — elderly  homeowners  and 
! renters.  One  benefit  for  homeowners  is  the  potential 
for  using  finances  other  than  income  to  protect  one's 
! assets  against  catastrophic  loss  in  the  event  long-term 
care  is  needed.  The  payoff  in  terms  of  reduced  anxiety 
I  could  be  profound  for  those  who  have  assets  and  income 
to  protect.  The  risk  is  that  the  opportunity  to  pay 
I  for  some  preferred  care  may  be  granted  only  at  the  cost 
'of  removing  the  special  exemption  now  afforded  home 
equity,,  As  a  protection  against  this  possibility, 
homeowners  are  likely  to  support  such  a  program  only  if 
participation--and  the  extent  of  participation--remains 
voluntary. 

Renters,  on  the  other  hand ,  may  support  a  program 
that  offers  no  direct  benefit  to  them  if  they  anticipate 
the  possibility  that   risk  sharing  by  homeowners  may 
benefit  everyone.    It  could  do  so  by  expanding  the  total 
j  pool  of  public  and  private  resources  expended  on  long- 
jterm  care  during  a  period  when  there  seems  to  be  little 
I  likelihood  of  any  major  public-only  benefit  expansion. 
This  could  occur  because  homeowners  protected  from 
catastrophic  loss  would  find  no  need  to  spend  down  to 
Medicaid   eligibility,    thus    leaving    more   public   funds 
available   to  share  among   those  who  already  qualify. 
Governments  may  want  to  subsidize  homeowners'  insur- 
ance and  home  equity  conversion  costs  with  some  of  the 
savings,   but  total  public  expenditures  on  their  behalf 
may  nonetheless  be  lower. 


Conclusion 

I 

This  analysis  shows  that  there  is  a  substantial 
potential  for  using  home  equity  to  relieve  financial  and 
familial  burdens  of  long-term  care  for  hundreds  of 
thousands  of  homeowners.  More  work  needs  to  be  done  to 
validate  our  estimates  and  to  explore  further  and 
crystallize  some  major  public  policy  issues  as  well  as 
ito  prepare  the  way  for  a  demonstration  of  the  feasibi- 


lity of  the  concept.  It  is  essential  to  consider  future 
steps  carefully  and  to  weigh  the  merits  of  arguments  for 
and  against  a  major  public  policy  effort  to  sponsor  use 
of  home  equity  to  pay  for  long-term  care.  No  one  should 
believe  that  home  equity  conversion  can  simply  replace 
public  subsidy  of  the  long-term  health  care  needs  of  the 
aged.  It  may  provide  more  care  options  to  those  who 
have  both  equity  and  needs  beyond  what  is  now  publicly 
supported.  Nor  does  home  equity  conversion  deserve  to 
be  dismissed  as  an  indulgence  for  the  elite.  A  great 
many  elderly  poor  are  homeowners  who  could  benefit  from 
a  conversion  program .  And ,  if  made  sufficiently  attrac- 
tive through  public  subsidy  programs,  it  could  ultima- 
tely benefit  nonhomeowners  by  reducing  the  demand  for 
Medicaid-supported  care. 

Some  have  taken  the  position  that  home  equity 
should  not  be  converted  for  the  purpose  of  financing 
long-term  care,  because  in  their  view  the  public  sector 
should  take  all  responsibility  in  this  area.  Yet  this 
position  may  itself  be  destructive.  If  government 
takeover  of  all  long-term  care  financing  is  not  in  fact 
a  realistic  prospect,  a  great  many  elderly  people  who 
could  get  relief  from  the  burdens  of  long-term  care  will 
be  denied. 

The  magnitude  of  the  problem  of  long-term  care 
financing  suggests  a  great  need  for  creative  ideas. 
Home  equity  conversion  merits  careful  consideration  in 
this  context. 
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HOME  EQUITY  CONVERSION:      ITS  PRACTICE  TODAY 


Maurice  D.   Weinrobe,   Clcirk  University 


I  would  like  to  address  the  subject  of  home 
equity  conversion  for  the  elderly.  As  it  is  currently 
practiced,  there  are  three  forms  of  home  equity  conver- 
sion. The  first  is  the  short-term  reverse  mortgage, 
which  I  will  discuss  in  the  context  of  the  San  Fran- 
cisco reverse  mortgage  program.  The  second  kind  is  the 
opportunity  to  negotiate  residential  sale  and  leaseback , 
which  I  will  only  touch  upon ,  although  the  San  Francisco 
program  has  been  involved  in  sale  leasebacks  to  a  small 
degree.  The  third  is  the  privatization  of  home  equity 
conversion.  The  American  Homestead  Corporation  is 
offering  a  private  form  of  reverse  mortgage. 

First  I  would  like  to  address  the  regulatory  legal 
problems  relative  to  home  equity  conversion.  The  prac- 
tice of  home  equity  conversion  in  the  United  States 
became  active  three  or  four  years  ago ,  after  a  period  of 
academic  writing  on  the  subject.  Three  or  four  years 
ago  there  were  some  important  restrictions  on  financial 
institutions  making  reverse  mortgages,  and  there  were 
also  important  restrictions  (it  was  gradually  discover- 
ed) against  sales  and  leasebacks.  Today,  by  and  large, 
financial  institutions  can  write  reverse  mortgages. 
Today,  it  is  still  just  as  unclear  (if  not  more  unclear) 
whether  sale  and  leaseback  arrangements  will  incur 
favorable  tax  treatment. 

The  major  regulatory  step  with  respect  to  reverse 
mortgages  was  the  Garn-St.  Germaine  Depository  Insti- 
tution Act  of  1982.  Barring  state  override,  Garn-St. 
Germaine   allows    financial    institutions    in   the   United 

To  date,  however, 
not   to   write 


States  to  write  reverse  mortgages. 

such   institutions   have   generally   chosen 

such  mortgages. 


One  reason  that  financial  institutions  hesitate  to 
write  reverse  mortgages  is  that  they  do  not  want  to 
force  elderly  people  out  of  their  homes  at  a  later  date. 
No  one  wants  to  displace  elderly  persons  from  their 
homes.  However,  it  is  possible  to  devise  insurance 
plans  that  would  allow  elderly  persons  to  remain  in 
their  homes  for  life  with  a  reverse  mortgage.  Many 
people  in  the  industry  are  hoping  that  the  Federal  Hous- 
ing Administration  in  the  Department  of  Housing  and 
Urban  Development  will  provide  that  kind  of  an  insurance 
program .  Such  a  plan  died  in  the  last  session  of  Congress , 
but  there  is  some  hope  that  legislation  will  be  brought 
up  again  in  the  present  session. 

The  other  legal  and  regulatory  matter  that  is  rele- 
vant here  concerns  sale  leasebacks.  The  problem  is  that 
no  one  really  knows  how  the  investor  in  a  sale  leaseback 
would  be  treated  by  the  federal  tax  authorities.  Conse- 
quently, legislation  has  also  been  introduced  that  would 
clarify  and  change  the  Internal  Revenue  Service  code  so 
that  sale  leasebacks  could  take  place  in  a  specific 
"safe  harbor."  Whether  such  legislation,  if  passed, 
would  make  sale  leasebacks  as  common  as  second  mort- 
gages is  an  entirely  different  question. 


Home  Equity  Conversion  Today 

With  respect  to  the  actual  implementation  of  home 
equity  conversion,  let  me  say  with  candor  that  it  is  not 
exactly  an  earthquake  of  experience,  but  a  rather  small 
amount.  In  San  Francisco  there  is  a  program  for  home 
equity  conversion  called  the  RAM  Program.  In  approx- 
imately two-and-a-half  years  the  progra.n  has  completed 
about  seventy-five  home  equity  conversions,  almost  all 
of  them  reverse  mortgages .  There  is  another  program ,  in 
Buffalo,  which  conducts  home  equity  conversions  for  the 
elderly  and  which  began  with  substantial  private  funds 
and  money  from  a  Community  Development  Block  Grant . 
They  have  done,  I  believe,  approximately  thirty  home 
equity  conversions.  On  a  national  scale,  then,  there 
have  been  something  on  the  order  of  only  100  home  equity 
conversion  transactions.  A  critical  question  is:  Why 
have  there  been  so  few?  The  present  discussion, 
however,  will  be  confined  to  an  examination  of  some  of 
those  cases. 

My  initial  examination  of  the  data  was  based  on  the 
first  100  applicants  to  the  San  Francisco  program. 
Those  individuals  were  primarily  single  and,  not  surpris- 
ingly, female.  The  San  Francisco  program  was  initially 
conducted  in  Marin  County,  which  has  the  highest  per 
capita  income  in  California  and  is  also  the  state's  smal- 
lest county.  Not  surprisingly,  the  houses  involved  in 
the  home  equity  conversion  were  expensive ,  with  most  of 
them  worth  more  than  $150,000,  and  most  of  the  loans 
were  for  more  than  $100,000.  Thepeople  who  took  out  the 
reverse  mortgages  were  not  affluent,  by  any  stretch  of 
the  imagination .  By  and  large ,  their  homes  had  dramatic- 
ally escalated  in  value  during  the  1970s.  But  although 
they  were  not  affluent,  neither  were  they  poor.  Their 
mean  income  was  about  $12,000,  or  perhaps  a  bit  less. 

The  applicants  also  tended  to  have  few,  if  any, 
children  and,  interestingly,  most  of  them  had  lived  in 
their  homes  for  quite  a  long  time.  In  fact,  more  than 
two-thirds  of  them  had  lived  in  their  homes  for  at  least 
twenty  years.  Perhaps  that  trend  is  to  be  expected.  That 
is,  people  who  engage  in  home  equity  conversion  seem  to 
be  those  who  are  most  attached  to  their  homes  and  who 
want  to  remain  in  them.  They  do  not ,  however,  want  the 
complication  of  dealing  with  heirs. 

The  program  participants  used  the  proceeds  from 
home  equity  conversion  in  a  variety  of  ways.  (One 
88-year-old  man  wanted  the  money  for  his  alimony 
payments.)  In  the  main,  however,  home  equity  con- 
version in  California  has  been  used  as  an  income 
supplement. 

That  thought  brings  me  to  the  matter  with  which  I 
would  like  to  conclude.  Bruce  Jacobs  and  William 
Weissert  mention  in  their  paper  that  one  could  use 
home  equity  proceeds  to  pay  premiums  for  long-term 
care  insurance,  and  indeed  one  could.    However,  early 
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experience  with  home  equity  conversion  shows  that  the 
people  who  engaged  in  the  process  had  not  one  kind  of 
financial  need,  but  many.  Those  needs  ranged  from 
wanting  money  to  pay  for  theatre  tickets,  to  wanting 
to  meet  medical  expenses,  to  needing  cash  for  daily 
expenses.  Interestingly,  however,  when  the  San  Fran- 
cisco program  moved  its  offices  from  the  illustrious 
and  fabled  Marin  County  to  the  city  of  San  Francisco, 
officials  found  an  overwhelming  caseload  relating  to 
short-term  medical  problems. 

To  summarize  today '  s  experience  with  home  equity 
conversion   for   the   elderly,    with  a  focus  on   medical 


needs,  there  is  apparently  a  lot  of  interest  in  short- 
term  loans  relating  to  medical  needs.  However,  people 
have  been  unwilling  to  participate.  They  have  been  un- 
willing to  take  such  measures  as  paying  insurance  prem- 
iums with  home  equity  loan  proceeds .  Unless  home  equity 
conversion  is  tied  to  a  more  general  program  involving 
health  maintenance,  it  is  very  unlikely  that  individ- 
uals will  enter  into  home  equity  conversion  specific- 
ally in  order  to  take  out  long-term  health  care  insur- 
ance. 


I 
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CHAPTER  7 


STATE  AND  FEDERAL  TAX  MODIFICATIONS 


FAVORABLE  TAX  TREATMENT  FOR  THE  ELDERLY 
William  Do   Fullerton,   Health  Policy  Alternatives 


The  relationship  between  special  governmental  tax 
policies  for  older  people  and  the  financing  of  long-term 
jcare  services  may  not  be  Immediately  clear .  This  author 
contends  that  there  is  a  clear  relationship  between  in- 
creased spending  power  for  those  at  risk  for  long-term 
care  services  and  meeting  the  major  objective  in  furnish- 
ing long-term  care  services.  This  relationship  should 
be  kept  in  mind  when  we  evaluate  changes  in  long-term 
care  policy.      The  objective  can  be  stated  as  follows: 

Long-term  care  services  should  be  available 
to  people  who  need  them,  in  such  a  manner 
that  those  people  perceive  that  they  retain 
maximum  control  over  their  lives. 

Older  people,  like  all  of  us,  need  to  feel  indepen- 
dent and  self-sufficient  to  maintain  happiness.  The  very 
need  for  long-term  care  services  tends  to  erode  those 
feelings,  since  the  individual,  to  one  extent  or  another, 
must  depend  on  others — family,  friends,  or  profession- 
als— to  assist  him  or  her  with  some  of  the  most  personal 
of  activities — eating,  bathing,  and  toileting,  for  ex- 
ample. This  erosion  of  spirit  can  lead  to  severe  depres- 
sion if  people  perceive  not  only  that  they  are  now  more 
limited  in  performing  daily  tasks,  but  that  they  are  also 
i  losing  control  over  how  those  needs  are  to  be  met ,  that 
it  is  others  who  will  make  those  decisions .  I  contend 
[that  the  ability  to  pay  for  needed  services  retains,  in 
I  the  eyes  of  the  individual,  the  capacity  to  make  one's 
own  decisions  (with  the  advice  of  others,  perhaps)  about 
jhow  those  needs  are  to  be  met.  Keeping  the  individual 
in  control  of  his  or  her  life  should  be  a  paramount  goal 
in  all  discussions  of  long-term  care  issues. 


Taxation  Policies 

Taxation  policies  at  all  levels  of  government  now 
contribute  to  the  individual's  ability  to  buy  services 
and  could  do  more  to  meet  that  goal.  It  is  recognized, 
of  course,  that  most  tax  policies  can  only  reduce  pay- 
ments to  government  in  the  form  of  taxes.  Current  pol- 
icies providing  tax  breaks  on  the  basis  of  age  do  not 
ordinarily  provide  for  a  payment  to  the  taxpayer  in 
excess  of  the  tax  obligations  due.  Therefore,  tax 
policies  ordinarily  have  little  effect  on  gross  income 
received;  that  is,  they  do  not  furnish  extra  income  for 
those  who  have  so  little  income  that  taxes  are  not  due 
in  any  event.  (There  are  such  tax  provisions  for  low- 
I income  credits,  providing  a  payment  to  the  individual 
even  though  no  tax  is  imposed.  However,  a  negative 
income  tax  involves  so  many  problems ,  and  its  acceptance 
is  so  unlikely,  that  no  further  discussion  of  such  pro- 
posals is  warranted . ) 


State  Tax  Breaks  for  the  Elderly 

Most  states  provide  some  form  of  tax  breaks  to  the 
elderly.  In  states  which  impose  an  income  tax,  the 
typical  pattern  is  to  follow  the  federal  provisions, 
which   provide  an   increased   deduction   for   the  elderly 


(and  usually  for  the  disabled  under  age  65  as  well). 
Depending  on  the  state,  the  amount  of  the  deduction  is 
equal  to  or  less  than  the  extra  $1 ,000  deduction  allowed 
under  federal  tax  law.  Some  thirty-nine  states  were  in- 
cluded in  the  group  as  of  early  1983.  A  few  states  have 
additional  provisions  in  their  income  tax  laws  which  are 
advantageous  to  the  elderly;  these  include  such  items  as 
lower  tax  rates,  and  special  deductions  for  medical 
expenses. 

The  most  prevalent  tax  advantage  offered  by  the 
states  takes  the  form  of  reduced  real  estate  taxes  on 
property  used  as  one  '  s  home .  Unlike  the  income  tax  pro- 
visions, however,  most  of  these  provisions  are  income 
related.  Typically,  the  reduction  in  real  estate  tax  is 
related  to  the  income  of  the  owner  or  the  value  of  the 
property,   or  both. 

At  least  forty-two  states  provide  a  tax  advantage 
for  real  estate  taxes  for  older  homeowners.  Typically, 
these  provisions  apply  to  those  over  age  65,  but  it 
is  not  uncommon  for  them  to  apply  at  age  60  or  even 
age  55. 

One  state,  with  no  income  tax  law,  permits  lower- 
income  elderly  persons  to  receive  a  rebate,  on  appli- 
cation, for  other  state  taxes  paid,  primarily  sales 
taxes . 

Of  course,  none  of  these  state  provisions  were 
enacted  primarily  for  the  purpose  of  better  enabling  the 
elderly  to  meet  the  cost  of  long-term  care  services. 
They  were,  no  doubt,  enacted  in  most  cases  to  help  the 
elderly,  who  typically  have  lower  incomes  than  younger 
people,  meet  the  general  expenses  of  living.  Nonethe- 
less, these  provisions  are  of  some  help  to  those  older 
persons  who  fear  costs  related  to  long-term  care  ser- 
vices. 

Only  four  state  tax  laws  as  of  1983  contained  pro- 
visions directed  specifically  to  long-term  care.  These 
states  are  Idaho,    Iowa,    Arizona,   and  Oregon. 

Oregon  provides  a  tax  credit  for  a  taxpayer  who 
contributes  to  the  support  (in  cash  and  kind)  of  a 
person  aged  60  or  older  who  would  be  in  a  nursing  home 
if  this  support  were  not  provided.  The  taxpayer's  in- 
come must  be  below  $17,500  a  year,  and  the  older 
person  '  s  income  must  be  below  $7 ,  500  a  year .  The  credit 
afforded  the  taxpayer  is  equal  to  8  percent  of  his  sup- 
port to  the  older  person,   or  $250,   whichever   is   less. 

Iowa  provides  a  deduction  for  state  income  tax  pur- 
poses, not  to  exceed  $5,000,  for  the  care  of  a  relative 
in  the  taxpayer's  home  when  the  relative  cannot  live 
independently.  Any  medical  assistance  which  the  indi- 
vidual receives  is  deducted  from  the  amount  of  support 
provided  for  purposes  of  this  deduction. 

Arizona  provides  a  deduction  of  $800  for  income  tax 
purposes  for  a  taxpayer  who  pays  more  than  one-quarter 
of  the  cost  of  maintaining  an  individual  aged  65  or  over 
in    a    "nursing    care    institution    or    supervisory    care 
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home , "  or  an  "adult  foster  care  home .  "  The  deduction  is 
also  available  if  the  taxpayer  makes  payments  of  $800  or 
more  for  home  health  care  or  other  types  of  medical  care 
for  an  individual  who  is  not  institutionalized. 

Idaho's  provisions  are  described  in  detail  in  the 
paper  presented  in  this  volume  by  Penny  Bjornstad  of  the 
Idaho  Department  of  Health  and  Welfare. 

There  is  some  indication  that  Georgia  may  soon 
adopt  tax  changes  similar  to  those  now  in  effect  in 
Oregon,  since  favorable  legislative  committee  action 
already  reflects  wide  support  for  the  idea  in  Georgia. 


Favorable  Federal  Income  Tax  Treatment 

The  federal  income  tax  laws  contain  a  variety  of 
provisions  which  reduce  income  tax  liability  for  the 
elderly. 

First,  the  personal  exemption  is  doubled  (from 
$1,000  to  $2,000)  for  disabled  and  65-and-over  tax- 
payers . 

Second,  Social  Security  benefits  (including  the 
dollar  value  of  Medicare  benefits)  were  completely  non- 
taxable until  1984.  As  part  of  the  major  Social  Secur- 
ity changes  enacted  in  August  1983,  one-half  of  the 
Social  Security  benefits  of  the  higher-income  elderly 
are  subject  to  tax,  beginning  with  198^*.  Most  Social 
Security  beneficiaries  will  see  no  change  since  their 
incomes  are  not  high  enough  to  be  affected  by  the  new 
provision. 

Third,  the  tax  laws  contain  a  variety  of  provisions 
under  which  tax  on  income  received  during  younger  years 
can  be  delayed  when  portions  of  that  income  are  set 
aside  in  various  pension  arrangements .  The  arrangements 
include  employer-based  pension  plans,  Individual  Retire- 
ment Accounts  (IRAs) ,  self-employment  (Keogh)  plans, 
and  a  variety  of  others.  These  plans  provide  signifi- 
cant incentives  for  young  and  middle-aged  workers  to  set 
aside  funds  which  will  become  available  when  they  are 
older.  Such  money  can  be  used  to  meet  the  costs  of 
long-term  care  services  as  well  as  of  the  usual  day-to- 
day living  in  retirement  years.  These  provisions  permit 
withdrawal  of  the  set -aside  funds  as  early  as  age  59)4. 

The  retirement  income  credit  is  another  provision 
in  the  tax  laws  which ,  from  its  name ,  would  seem  general- 
ly to  be  a  significant  tax  reducer  for  older  people.  In 
general,  this  provision  makes  available  limited  help  to 
those  elderly  who: 

•  Have  retirement  income; 

•  Do  not  receive  Social  Security  benefits;   and 

•  Have  little  or  no  income  from  work  (employment  or 
self-employment . 

The  original  purpose  of  this  provision  was  to 
provide  fairly  uniform  treatment  of  retirement  income 
for  those  who  do  not  get  Social  Security  benefits  (and 
whose  retirement  income  would  normally  be  subject  to 
tax)  and  for  those  who  do  receive  Social  Security  bene- 
fits (which,  up  until  this  year,  were  not  subject  to 
federal  income  taxes).  However,  some  Social  Security 
benefits  are  payable  before  age  70  only  if  the  benefic- 


iary has  reduced  earnings,  while  most  other  retiremer 
systems  contain  no  such  provisions.  Thus,  the  retire 
ment  income  credit  provision  requires  that  the  taxpaye 
who  is  not  receiving  Social  Security  must  have  compar 
ably  reduced  earnings  (or  have  reached  age  70)  in  orde 
to  qualify  for  the  credit.  In  practice,  since  the  pro 
vision  is  necessarily  complicated,  many  eligible  peopl 
probably  do  not  apply  for  it.  Of  course,  the  proportio 
of  elderly  people  who  are  not  eligible  for  Social  Secur 
ity  benefits  and  who  have  other  retirement  income  i 
quite  small. 

A  relatively  recent  provision  affords  relief  fror 
capital  gains  tax  for  older  people.  A  taxpayer  who  sell 
his  homestead  after  age  55  can  take  advantage  of  a  once 
per-lifetime  opportunity  to  pay  no  capital  gains  tax  o 
the  difference  between  what  he  paid  for  this  home  (plu 
improvements)  and  what  he  netted  from  its  sale.  Give 
the  high  rate  of  inflation  in  housing  values  over  th 
last  thirty  to  forty  years,  these  amounts  can  be  ver 
large  and,  therefore,  given  today's  higher  bank  accoun 
interest  rates,  can  be  a  substantial  source  of  incom 
to  meet  general  living  expenses  and  the  costs  of  long 
term  care  services.  The  current  limit  on  this  amount  i 
$125,000. 


Effects  of  Current  Tax  Policy 

The  favorable  tax  provisions  discussed  above — botl 
state  and  federal- -apply  to  taxpayers  who  have  reache( 
age  65  (or,  in  some  cases,  as  early  as  age  55) .  Clearly 
also,  these  provisions  are  not  targeted  to  the  long-tern 
care  needs  of  the  elderly  but  are  directed  more  generalh 
at  maintaining  purchasing  power  during  retiring  years 
in  order  to  reduce  the  typical  difference  between  income; 
during  working  years  and  retirement  years.  Of  course i 
the  major  method  for  narrowing  that  difference  is  through 
such  public  and  private  income-maintenance  programs  as 
private  pensions.  Social  Security,  and  various  forms  o: 
private  savings.  The  tax  provisions  discussed  her^ 
further  reduce  expenditures  from  retirement  incomes  anot 
thus  further  narrow  the  difference.  (The  widely  avail-! 
able  private-sector  discounts  for  senior  citizens  purj 
chasing  drugs,  travel,  and  many  other  items  also  serve 
to  narrow  the  gap,  but  a  discussion  of  these  practice^ 
is  beyond  the  scope  of  this  paper.) 

If  tax  provisions  are  to  relate  more  directly  tcj 
the  need  for  long-term  care  services,  they  must  apply  a] 
older  ages.  The  literature  strongly  indicates  that  th^ 
need  for  such  services  increases  with  age.  Chroni(, 
conditions  affect  a  high  proportion  of  those  over  age, 
75.  About  one-fifth  of  the  people  who  are  85  and  oldei, 
are  in  nursing  homes.  (Those  85  and  older  constitute 
the  fastest-growing  segment  of  the  age  65-and-oldet 
population . ) 

Thus,  to  relate  most  efficiently  to  the  need  for 
long-term  care  services,  tax  polices  (as  well  as  strate- 
gies producing  more  income,  such  as  an  increase  ir 
Social  Serurity  benefits  based  on  age)  should  apply  a1 
an  older  age,  perhaps  age  75  rather  than  age  65.  The 
most  efficient  provision  would  be  triggered  not  at  any 
specific  age  but  at  the  time  of  need.  However,  the 
severe  administrative  problems  in  making  determinations! 
of  need  for  service  may  virtually  rule  out  that  option.! 
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Possible  Changes  in  Tax  Treatnnent  Related  to  Long-Term 
Care  Needs 


Individual  Retirement  Accounts  for  Long-Term  Care 

The  author  has  elsewhere  proposed  that  consideration  be 
given  to  establishing  a  special  IRA  for  long-term  care 
(Fullerton,  1981).  The  general  idea  is  that  individuals 
be  permitted  to  establish  an  IRA  for  long-term  care,  the 
proceeds  of  which  would  become  available  at  age  70  or  75 
(rather  that  at  age  59K2  as  under  current  law)  with  pro- 
vision for  the  purchase  of  private  insurance  for  long- 
term  care  services  from  that  account  at  earlier  ages. 
The  reader  is  directed  to  the  earlier  paper  for  details 
on  how  such  a  provision  might  be  constructed. 


Increase  in  Personal  Exemption  at  Age  80 

As  an  additional  targeted  way  of  increasing  income 
at  ages  when  long-term  care  needs  arise,  the  tax  laws 
(both  federal  and  state)  could  be  changed  to  increase 
the  personal  exemption  at  age  75  or  80  (in  addition  to 
the  increase  allowed  at  age  65).  The  basic  rationale 
for  the  personal  exemption  is  related  to  the  need  for 
very  basic  services.  At  the  older  ages,  these  basic 
services  are  likely  to  include  long-term  care,  which 
meets  such  basic  needs  as  eating,  dressing,  mobility, 
and  toileting.  Thus,  there  is  a  basic  rationale  for 
increasing  the  exemption  at  ages  when  such  needs  arise 
among  a  substantial  proportion  of  the  population.  In- 
creasing the  exemption  at  age  80  by  50  percent --from 
$2 ,  000  to  $3 ,  000-- would  reduce  total  federal  tax  collect- 
ion by  an  insignificant  amount. 


Modify    Tax    Treatment    of    Home    Equity    Conversion 
Arrangements 

As  previously  explained,  individuals  who  sell  their 
homes  after  age  55  need  not  pay  capital  gains  tax  on  the 
appreciation  in  value .  However ,  those  who  choose  to  re- 
main in  their  homes  find  it  difficult  to  convert  their 
home  equity  into  cash  income  without  adverse  tax  results . 
In  order  to  provide  more  equitable  treatment  for  this 
group  of  people,  U.S.  Senator  Arlen  Specter,  R-Pa. ,  has 
introduced  legislation  which  would  remove  tax  impedi- 
ments to  home  equity  conversions .  Hearings  were  held  on 
the  proposed  legislation  in  the  second  half  of  1983,  and 
the  outlook  for  eventual  enactment  of  the  legislation 
seems  quite  favorable.  At  least  for  those  individuals 
who  do  not  believe  they  "must  leave  something  for  the 
children"  or  who  have  no  relatives  who  are  expecting  an 
estate,  this  form  of  conversion  can  add  substantially  to 
the  income  of  an  older  person  or  couple.  Since  most 
elderly  people  do  not  move  away  from  their  communities , 
such  a  tax  change  could  be  very  important  to  many. 


Conclusion 

Tax  provisions  which  apply  at  older  ages  such  as 
75  or  80  are  likely  to  result  in  quite  modest  reductions 
in  tax  expenditures,  because  the  number  of  people  in 
the  group  is  relatively  small  and  because  the  number  in 
the  group  with  income  tax  liability  is  even  smaller,  as 
compared  with  the  total  group  over  65  or  the  general 
population. 


But  these  very  facts  underscore  the  limitations  of 
all  tax  proposals  in  improving  an  individual's  ability  to 
meet  the  costs  of  long-term  care  services.  There  are 
millions  of  older  people  who  do  not  have  incomes  suffic- 
iently high  to  pay  federal  income  taxes.  Any  tax  modifi- 
cations which  would  provide  a  credit  for  individuals 
from  whom  no  tax  is  due  would  substantially  increase  the 
number  of  elderly  required  to  file  tax  returns.  Such  a 
hike  would,  in  turn,  substantially  increase  the  adminis- 
trative complexity  and  costs  of  the  tax  collection 
system . 

For  those  who  could  not  benefit  from  tax  provisions , 
the  more  efficient  way  to  increase  income  available  to 
meet  long-term  care  services  would  be  to  increase  pay- 
ments from  public  income-maintenance  programs.  By 
adopting  a  federal  uniform  public-assistance  program  in 
the  form  of  the  Supplemental  Security  Income  (SSI)  pro- 
gram in  1972,  Congress  decided  in  essence  that  it  would 
follow  a  direct-assistance  program  rather  than  a  nega- 
tive-income-tax approach  for  assisting  the  needy 
elderly.  Adding  to  the  SSI  payment  (at  age  75,  for 
example)  would  thus  be  a  much  more  efficient  method  of 
meeting  the  need  for  long-term  care  financing  than  would 
establishing  a  separate  negative-income-tax  program. 
The  rationale  is  simple  enough:  Congress  would  merely 
need  to  indicate  that  the  need  for  services,  and  there- 
fore the  need  for  income  to  pay  for  those  services, 
typically  arises  at  age  75,  and  that  the  SSI  payment 
should  be  increased  enough  to  meet  those  needs. 

Another  possibility  is  for  Social  Security  benefits 
to  be  increased  modestly  for  those  beneficiaries  who 
reach  an  age  when  the  risk  of  needing  long-term  care  is 
high.  In  an  earlier  paper,  the  author  recommended  that 
this  approach  be  combined  with  the  IRA  for  long-term 
care.  Specifically,  the  Social  Security  benefit  could 
be  increased  modestly  at  age  75  or  80  in  recognition  of 
increased  need  for  long-term  care  services  at  these  ages. 
If  it  were  necessary  to  construct  a  no-cost  proposal,  the 
plan  could  call  for  a  quite  small  reduction  in  benefits 
at  age  65,  with  an  increase  at,  say,  age  80.  (The  in- 
creased amount  at  age  80  could  be  substantially  higher 
than  the  decrease  at  age  65,  since  a  large  number  of 
beneficiaries  would  have  died  before  reaching  age  80.) 


Summary 

In  general,  a  variety  of  tax  policies  at  all  levels 
of  government  now  reduce  expenditures  for  older  people 
and  therefore  contribute  to  their  ability  to  purchase 
needed  long-term  care  services .  However ,  such  tax  pol- 
icies could  work  in  a  more  targeted  way  and  thus  be  more 
effective.  Furthermore,  tax  policies  alone  cannot  reach 
all  the  elderly  who  are  exposed  to  the  risk  for  long- 
term  care  services.  Modifications  in  public  income- 
maintenance  programs  must  also  be  considered  for  those 
with  no  tax  liability  to  reduce. 

All  of  these  approaches  can  contribute  greatly  to 
the  objective  of  helping  the  individual  human  being 
remain  in  control  of  his  or  her  life. 
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TAX  BENEFITS  FOR  LONG-TERM  CARE  OF  THE  ELDERLY:   THE  IDAHO  EXPERIENCE 


Penny  Bjornstad,   Idaho  Department  of  Health  and  Welfare 


Idaho  is  a  very  small,  mountainous  state  in  the 
Pacific  Northwest,  with  an  entire  state  population  of 
fewer  than  one  million  people.  One  of  the  advantages  of 
the  state's  small  size  is  that  it  provides  the  perfect 
environment  for  trying  experiments  on  such  measures  as 
allowing  tax  credits  for  people  who  take  care  of  elderly 
persons  at  home  or  who  pay  for  the  care  themselves. 

Idaho's  involvement  in  such  preferential  tax 
provisions  was  sparked  in  1978 ,  when  the  state '  s  Medicaid 
program,  like  those  in  so  many  states,  was  undergoing 
serious  funding  problems.  In  1979  the  program  had  about 
a  $7  million  deficit,  which  is  quite  large  for  a  $50 
million  program.  As  a  result,  the  state  legislature 
decided  to  form  a  committee  to  study  the  Medicaid 
problem,  which  lay  primarily  in  the  increasing  costs  of 
long  term  care — that  is,  nursing  home  costs.  The 
Department  of  Health  and  Welfare  (DHW)  went  before 
the  committee  and  made  several  suggestions.  The  state 
could  (1)  eliminate  some  of  the  recipients,  and  thus 
reduce  total  outlays;  (2)  encourage  recipients  to  use 
less  expensive  long-term  care  alternatives;  or  (3)  raise 
more  money  to  meet  rising  costs. 


Legislative  Action 

What  the  state  legislature  did  was  to  pass  several 
pieces  of  legislation  in  1980  that  were  targeted  to 
address  these  specific  suggestions.  For  example,  they 
passed  an  omnibus  bill  on  reimbursement  for  nursing 
homes ,  which  spelled  out  exactly  how  nursing  homes  would 
be  reimbursed  and  which  included  some  caps  intended  to 
hold  down  costs.  Second,  they  decided  to  encourage 
people  to  use  less  expensive  long-term  care 
alternatives ,  by  authorizing  DHW  to  pay  for  personal  care 
services  for  people  who  stay  at  home  instead  of  entering 
a  nursing  home.  Third,  they  decided  that  raising  more 
money  was  also  a  good  idea,  so  they  established  a 
voluntary  account  called  the  Medical  Assistance  Account . 
People  could  make  a  contribution — deductible  on  their 
state  income  taxes — which  would  be  put  into  a  special 
state  fund  for  the  Medicaid  program  and  for  which  we 
would  get  federal  matching  funds.  We  expect  that  to 
amount  to  about  $2  in  federal  money  for  every  $1 
collected  in  the  state  fund. 

Fourth ,  the  legislature  changed  the  income  tax  code 
to  allow  deductions  for  caring  for  an  elderly  family 
member  in  one's  own  home.  The  measure  allowed  a 
$1,000  annual  deduction  for  a  taxpayer  caring  for  a 
person  over  65  in  the  taxpayer '  s  own  home .  Those  who  do 
not  owe  any  taxes  can  receive  either  $100  credit  or  a 
$100  payment  in  lieu  of  the  $1 ,000  deduction.  I  am  not 
sure  exactly  how  the  legislature  settled  on  the  $100 
figure.  Idaho's  income  tax  structure  is  fairly  low,  at 
7.5  percent.  Thus,  a  $1,000  deduction  results  in  a  tax 
savings  of  $75,  in  contrast  to  the  $100  tax  credit  or 
the  $100  payment. 


Results 

The  question  we  need  to  ask  is ,  What  have  been  the 
results  of  these  tax  incentives?  Have  people  kept 
elderly  family  members  at  home?  I  have  only  received 
information  from  the  tax  commission  on  what  has 
happened ,  and  it  is  amazing .  We  have  certainly  provided 
an  incentive,  although  1  am  not  quite  sure  what  the 
incentive  has  been.  For  example,  the  voluntary  account 
to  which  people  could  make  a  contribution  did  not  work 
very  well.  Not  very  many  people  contributed  money.  In 
fact,  for  fiscal  years  1982  and  1983,  with  Idaho's 
fiscal  years  running  from  July  through  June,  DHW 
collected  only  about  $21 ,000  in  that  account.  According 
to  tax  commission  records  for  tax  year  1982,  which  is 
contained  in  those  two  fiscal  years,  Idahoans  claimed 
$109,'t53  in  deductions  for  contributions  to  the  account. 
I  do  not  know  who  got  the  other  $88,000,  but  it  was  not 
contributed  to  the  Medical  Assistance  Account.  The 
state  tax  return  and  its  instructions  are  fairly  clear. 
There  is  a  line  item  that  is  specifically  for 
contributions  to  the  Medical  Assistance  Account ,  and  the 
instructions  stipulate  that  the  item  is  for  those  who  in 
fact  wrote  a  check .  Clearly ,  a  lot  of  people  are  claiming 
that  they  made  a  contribution,  but  we  did  not  get  the 
money . 

In  regard  to  those  claiming  a  deduction  for  the 
care  of  an  elderly  family  member,  $59,000  was  claimed 
in  tax  year  1982.  At  $100  per  return,  that  amounts  to 
590  returns  claiming  a  tax  credit.  That  figure  is 
somewhat  questionable  to  me,  since  the  figure  for  the 
Medical  Assistance  Account  is  quite  suspect.  I  do  not 
know  therefore,  if  (in  1982)  there  really  were  590 
families  caring  for  an  elderly  relative  in  their  own 
homes. 

There  was  also  a  tax  deduction  allowed  for 
personal  care  services.  If  a  taxpayer  had  an  elderly 
family  member  for  whom  the  taxpayer  was  directly  paying 
for  personal  care  services,  any  amount  paid,  up  to 
$1,000,  could  be  deducted.  In  tax  year  1982  there  was 
$70,609  claimed  as  payments  made  for  personal  care 
services.  The  interesting  thing  about  that  figure  is 
that  the  instructions  say  that  payments  must  be  made  to  a 
provider  that  has  been  approved  by  DHW.  In  tax  year 
1982  DHW  had  not  approved  any  providers  for 
personal  care  services.  In  fact,  our  rules  were  not 
effective  until  July   1983. 

Certainly,  then,  there  were  some  incentives,  and 
people  were  getting  tax  deductions  and  credits.  I  can 
also  say  that  there  has  been  a  reduction  in  our  nursing 
home  caseload .  Whether  or  not  these  phenomena  are  tied 
together,  I  cannot  say.  Certain  other  events  coincided 
with  these.  For  example,  in  1980  when  this  state 
legislation  was  passed,  the  federal  government  allowed 
states  to  determine  people  ineligible  for  Medicaid  if 
they  transferred  their  assets  to  another  person,  and  in 
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March  1981  the  state  of  Idaho  implemented  rules  that  did 
just  that.  And  we  know  that  this  measure  has  had  an 
impact  on  individuals. 

Carolyne  Davis  in  her  opening  remarks  talks  about 
the  importance  of  encouraging  direct  family  support  of 
long-term  care  financing.  Those  studying  the  market  for 
long  term  care  insurance ,  however ,  have  learned  that  the 
government  in  a  sense  already  "has  a  corner  on"  the 
market.  The  "welfare  stigma"  of  being  a  Medicaid 
recipient  has  been  largely  erased,  and  many  people 
entering  nursing  homes  today  assume  that  if  they  do  not 
have  any  money ,  or  when  they  run  out  of  money ,  Medicaid 
will  take  care  of  them.  Indeed,  that  is  very  often  what 
happens . 


In  regard  to  the  tax  incentives,  I  think  they  have 
probably  been  somewhat  effective,  though  1  do  not  know 
to  what  degree.  I  have  concluded,  however,  that  most 
people  will  probably  take  care  of  their  family  members 
regardless  of  whether  or  not  there  are  any  tax 
incentives.  Those  who  are  disinclined  to  do  so  are  not 
going  to  be  persuaded  to  care  for  an  elderly  person  at 
home,  just  for  a  $75  tax  deduction.  Those  who  do  not 
think  they  are  responsible  for  the  care  of  their  elders 
will  probably  try  to  shirk  that  responsibility.  One 
lesson  we  have  learned  through  the  Relative 
Responsibility  Legislation  is  that  most  people  think 
that  they  have  already  paid  for  Medicaid.  Their 
reasoning  seems  to  be  that  they  pay  taxes,  so  their 
parents  should  be  eligible  for  Medicaid.  They  see  it  as 
a  direct  benefit. 


Additional  Legislation 

Recently  the  Idaho  legislature  decided  that  if 
people  were  not  going  to  contribute  voluntarily  through 
the  Medical  Assistance  Account,  the  lawmakers  would 
mandate  such  assistance.  In  1983  the  legislature  passed 
the  Relative  Responsibility  Bill,  which  requires 
parents,  spouses,  and  children  of  Medicaid  nursing  home 
patients  to  help  pay  for  the  cost  of  care.  We  are  now 
in  the  process  of  implementing  the  bill,  and  we  are 
receiving  money  from  both  in  state  and  out  of  state 
children  of  recipients.  As  of  this  writing  there  have 
been  no  lawsuits. 


Still,  I  think  the  more  we  can  do  to  encourage 
family  support,  the  better,  and  indeed  the  tax  incentive 
is  an  important  encouragement.  However,  I  think  such 
measures  will  only  work  for  states  if  the  expenses  are 
also  deductible  on  one's  federal  income  tax  return, 
because  most  state  income  tax  rates  are  not  very  high. 
I  think  the  most  common  question  I  hear  from  people 
when  we  talk  about  the  tax  credit  and  the  deduction  is. 
But  is  it  deductible  on  my  federal  taxes?  Until  there  is 
tax  relief  at  the  federal  level,  then,  I  do  not  think 
there  is  likely  to  be  much  action  on  the  part  of  other 
states.  It  is  simply  not  as  strong  an  incentive  as  it 
would  be  if  deductions  and  credits  were  also  allowed  on 
the  federal  tax  return. 
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CHAPTER  8 


FAMILY  CARE 


THE  FAMILY:      A  BASIC  SOURCE  OF  LONG-TERM  CARE  FOR  THE  ELDERLY 
Marjorie  H.   Cantor,   Fordham  University 


This  paper  will  address  the  roles  of  the  family  and 
other  informal  support  networks  in  the  lives  of  the 
elderly,  particularly  as  these  support  systems  relate  to 
issues  of  long-term  care. 

Before  examining  the  role  of  the  family  and  signi- 
ficant others,  it  might  be  well  to  refer  to  two  groups 
of  important  data  that  affect  the  need  for  intergenera- 
tional  assistance.  The  first  pertains  to  the  growth  in 
the  elderly  population  and  the  second  involves  what  is 
known  about  disability  and  chronic  illness  among  older 
people. 


!  Growth  in  Aged  Population 

The  growth  in  the  need  for  services  for  the  aging , 
whether  formal  or  informal,  is  directly  related  to 
changes  occurring  in  the  world's  population.  Demo- 
graphic projections  presented  to  the  United  Nations 
World  Assembly  on  Aging,  Vienna,  July  1982,  indicate 
that  the  fastest -growing  population  group  in  the  world 
continues  to  be  the  elderly  (Oriol,  1982).  In  1980, 
there  were  an  estimated  258  million  persons  aged  65 
and  over,  with  the  number  expected  to  rise  to  396 
million  by  the  year  2000   (Meyers,    1982). 

The  preponderance  of  aged  women  over  men  is  a 
well-established  fact  in  developed  countries  and  it 
exists,  although  to  a  lesser  extent,  in  developing 
countries  as  well.  In  as  much  as  women  tend  to  outlive 
men,  the  majority  of  older  people  are  women,  who  also 
make  up  an  increasingly  large  proportion  of  the  extreme- 
ly old — those  80  and  older.  In  the  United  States,  for 
example ,  women  comprise  51  percent  of  persons  65  to  T^ , 
63  percent  of  those  15  to  84 ,  and  70  percent  of  those  85 
and  over  (Brotman,  1982).  This  sex  imbalance  has  serious 
implications  for  the  provision  of  care,  since  women  are 
more  likely  to  be  widowed  and  limited  in  financial 
resources . 

Equally  significant  in  terms  of  the  need  for  social 
supports  is  the  rapid  increase  occurring  all  over  the 
world  in  the  proportion  of  elderly  aged  80  and  over.  It 
is  estimated  that  by  the  year  2000  more  than  10  percent 
of  the  aged  populations  of  nearly  all  nations  will  be  80 
years  old  and  older  (Meyers  1982) .  In  the  United  States 
(as  in  other  developed  countries)  the  proportion  of  these 
so-called  old  old  persons  will  be  even  higher,  and  it  is 
expected  to  double  from  the  current  9  percent  level  to 
approximately  18  percent  of  the  elderly  population  by 
the  year  2000.  This  continued  increase  in  the  number  of 
old  old  coincides  with  the  expanded  involvement  of  women 
in  the  labor  force  and  the  resultant  reduction  in  the 
pool  of  persons  potentially  able  to  provide  family  care. 
(Cantor  and  Little,    198^*). 


Oisabillty  and  Chronic  Illness 

Older  people  differ  in  their  degree  of  disability 
and  their   need  for  assistance.      Although   most  older 


people  suffer  from  one  or  more  chronic  illnesses,  the 
majority  are  not  sufficiently  limited  in  activities  to 
be  considered  disabled  or  dependent.  Brody  notes  that 
"most  older  people  do  not  need  any  more  help  than  the 
normal  garden  variety  of  reciprocal  services  that  family 
members  of  all  ages  need  and  give  each  other  on  a  day  to 
day  basis  and  at  times  of  emergency  or  temporary 
illness"   (Brody  and  Brody,    1981). 

A  survey  of  the  data  on  disaoility  and  the  need  for 
services  in  the  United  States  supports  this  view  and  sug- 
gests that  there  are  roughly  three  distinct  age-related 
groups  of  elderly  with  differing  degrees  of  support 
needs.  The  largest  group,  about  60  percent  of  the  aged 
population,  are  the  young  old,  aged  65  to  1^.  The 
majority  of  such  persons  can  be  characterized  as  rela- 
tively fit  and  active.  Sixty-one  percent  are  without 
any  major  functional  limitation,  and  their  need  for 
family  supports  are  minimal,  except  in  times  of  crisis. 
The  next  largest  group  consists  of  the  moderately  old, 
aged  75  to  8^^.  Persons  in  this  group,  comprising  30 
percent  of  the  elderly,  have  increasing  rates  of  illness 
and  disability,  and  yet  half  of  them  are  without  limi- 
tations in  their  ability  to  carry  out  the  activities  of 
daily  living.  Thus,  most  are  still  independent, 
although  they  may  increasingly  need  some  assistance  with 
more  arduous  tasks  such  as  carrying  heavy  shopping 
bundles  or  heavy  cleaning. 

Finally,  it  is  the  oldest  elderly,  those  aged  85 
and  over,  who  are  the  most  vulnerable  and  in  need  of 
assistance.  Although  they  comprise  only  9  percent  of 
the  elderly,  the  majority  in  this  group  either  are 
limited  in  the  kind  or  amount  of  major  activity  they  can 
undertake,  or  they  are  totally  unable  to  carry  out  the 
major  activities  of  daily  living  (U.S.  Dept.  of  Health 
and  Human  Services,  Public  Health  Service,  1978; 
American  Council  of  Life  Insurance,  et  al,  1982).  It 
is  this  group  that  requires  the  most  extensive  support, 
often  including  personal  care  such  as  washing,  bathing, 
and  supervision  of  medical  regimes. 

There  are  also  sex  and  socioeconomic  differences 
among  the  elderly.  Women  have  a  higher  rate  of  illness- 
es, both  acute  and  chronic,  and  they  are  more  likely  to 
suffer  limitations  in  their  ability  to  perform  normal 
routines.  However,  the  diseases  associated  with  women 
tend  to  be  less  life-threatening  than  those  more  preva- 
lent among  men ,  suggesting  one  reason  why  women  tend  to 
outlive  men.  Futhermore,  the  burden  of  illness  and 
chronic  disability  falls  most  heavily  on  those  of  lowest 
socioeconomic  position  and  minority  status  (American 
Council  of  Life  Insurance,   et  al,    1982). 

Most  older  people  in  need  of  care  live  in  the 
community,  not  in  institutions.  A  national  health 
survey  by  Shanas  found  that  among  community-based 
elderly  about  8  percent  to  10  percent  were  bedfast  or 
homebound  and  as  functionally  impaired  as  those 
in  institutions  (Shanas,  1979a  and  1979b).  Thus, 
there  were  twice  as  many  bedfast  or  homebound  elderly 
at  home  as  in  the  institutions.  (Elderly  persons  in 
institutions   are  estimated  to  constitute   k  percent   to 
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5  percent  of  the  elderly  population  at  any  given  time.) 
In  addition,  another  7  percent  of  the  connmunity 
residents  surveyed  were  able  to  go  outside,  but  only 
with  difficulty. 

While  the  amount  of  help  needed  by  the  elderly 
living  in  the  community  varies  greatly,  estimates  of  the 
overall  proportion  requiring  some  kind  of  supportive 
services  range  from  12  percent  to  W  percent  (depending 
on  the  services  included).  The  majority  of  experts 
suggest  that  one-third  of  the  elderly,  or  about  eight 
million  people,  need  some  help  (Brody  and  Brody,  1981 ; 
Gurland,   et  al.  ,      1978). 

Given  this  brief  overview  of  the  growing  number  of 
older  people  and  particularly  the  rapid  expansion  in  the 
number  and  proportion  of  the  old  old  (who  need  the 
greatest  amount  of  care) ,  one  can  see  that  the  question 
of  the  role  of  family  is  indeed  crucial,  from  both  the 
individual  and  the  societal  points  of  view. 


The  Role  of  Family 

Is  the  family  really  involved  in  assisting  older 
people?  To  what  extent  are  family  members  responsible 
for  the  long-term  care  of  the  elderly?  And  what  of  the 
future  of  family  care?  The  rest  of  this  paper  will 
address  these  questions. 

The  myth  of  the  dissolution  of  the  family  and  the 
isolation  of  the  elderly  dies  hard.  In  the  early 
twentieth  century,  with  widespread  industrialization  and 
the  development  of  large-scale  organizations,  sociolo- 
gists and  social  theorists  promulgated  the  notion  of 
family  isolation  and  fragility.  The  traditional  func- 
tions of  family  were  to  be  taken  over  by  large-scale 
bureaucracies  which  could  act  with  the  impartiality  and 
efficiency  required  by  the  new  industrialization.  The 
optimal  family,  in  theory  at  least,  was  the  small-sized 
nuclear  family,  and  with  the  geographic  mobility 
required  by  large-scale  organization,  it  was  assumed 
that  intergenerational  ties  would  be  severed  as  young 
families  left  the  hometown  in  pursuit  of  careers. 

Interestingly  enough,  as  far  back  as  1951  a  Yale 
dissertation  entitled  "A  Study  of  Family  Continuity" 
questioned  these  conceptualizations  (Sussman,  1962).  It 
was  found  that  in  an  urban  environment  there  were 
extensive  intergenerational  exchanges,  which  took  the 
form  of  financial  help,  services,  and  social  interaction. 

Subsequently  there  has  been  extensive  research 
attesting  to  the  functionality  of  the  kinship  system  and 
the  immediate  family  in  caring  for  its  members.  The 
long-standing  pervasive  myth  of  the  elderly  as  isolated 
and  abandoned  without  meaningful  kin  relationships  has 
been  destroyed  by  study  after  study  (Shanas,  et  al, 
1968;  Shanas,  1979a,  1979b;  Rosenmayer,  1977; 
Bengtson,  1979;  Brody  1978;  Cantor,  1975a,  1975b, 
1979a,  1980,  1981;  Cantor  and  Little,  198^).  What 
has  emerged  instead  is  a  picture  of  urban  industrial 
society  in  which  the  social  support  system  of  the 
elderly  increasingly  involves  an  amalgam  of  informal 
assistance  provided  by  family  and  significant  others 
(such  as  friends  and  neighbors)  and  formal  services 
offered  by  large-scale  organizations,  both  governmental 
and  voluntary,  usually  supported  by  public  funds.  We 
have  seen  an  evolution  of  the  traditional  extended 
family  to  a  modified  extended  family  characterized  by  a 


Social  Supports 

What  are  the  social  supports  needed  by  the  elderly,  t 
and  how  are  they  provided?  Three  decades  of  geronto- 
logical research  and  practice  have  shown  that  the  con- 
ditions of  the  elderly  that  require  supports  are  usually 
chronic,  calling  for  sustained  assistance.  And, 
although  purely  medical  or  medically  related  services  '■ 
are  sometimes  involved,  in  general  the  supports  are  of  a 
social-health  nature  and  are  required  to  help  an  older 
person  maintain  physical,  psychological,  and  social 
integrity  over  time  (Brody  and  Brody,  1981),  Thus,  a 
social  support  system  provides  assistance  to  older 
people  in  the  fulfillment  of  three  major  needs: 

•  Socialization  and  personal  development. 

•  The   carrying   out   of   daily   living   tasks   such   as  = 
shopping,   cleaning,   and  laundry. 

•  Personal    assistance    during    time    of    crisis    or 
illness   (Cantor,    1981,    1980,    1979b). 

Research  has  shown  furthermore  that  older  Amer- 
icans perceive  the  informal  network  of  kin  (particularly 
spouse  and  children),  friends,  and  neighbors  as  the 
most  appropriate  source  of  social  supports  in  most 
situations,  and  it  is  to  this  network  that  older  people 
turn  first  and  most  frequently  (Horowitz  and  Dobrof, 
1982;  Cantor,  1980,  1975a,  1975b;  Shanas,  1979a, 
1979b) .  Only  when  assistance  from  the  informal  system  • 
is  unavailable  or  no  longer  able  to  absorb  the  burden  of 
such  care  is  help  sought  from  formal  organizations.  The 
social  support  system  in  the  United  States  can  therefore 
be  categorized  as  hierarchal-compensatory,  with  kin  as 
the  first  and  preferred  avenue  of  assistance,  followed 
next  by  friends  and  neighbors  and  lastly  by  government 
and  other  formal  organizations  (Cantor  1979a,   1980). 

Another  way  of  viewing  the  social  care  system  in 
the  United  States  is  to  envision  an  older  person  at  the 
center  of  a  series  of  concentric  circles,  each  contain- 
ing a  different  kind  of  support,  ranging  from  formal  to 
informal .  Usually  these  networks  operate  independently ,  ' 
but  at  times  they  interact,   as  well  as  overlap. 

In  the  outermost  circle,  farthest  in  social 
distance  from  the  older  person,  are  the  political 
entities,  such  as  the  United  States  Congress,  which 
determine  the  basic  social  policy  and  entitlements  of 
older  people.  These  entitlements  impact  significantly  '■ 
on  the  elderly 's  well-being,  particularly  in  the  areas  of 
income  maintenance,  health,  housing,  safety,  and  trans- 
portation. Somewhat  closer,  though  still  far  from 
playing  a  central  role  in  daily  life,  are  the  governmen- 
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tal  and  voluntary  agencies  that  carry  out  the  economic 
and  social  policies  and  services  mandated  under  such 
laws  as  the  Social  Security  Act,  Medicare,  and  the  Older 
Americans  Act.  All  organizations  in  these  two  outer 
rings  are  clearly  the  formal  part  of  the  support  system. 
Like  all  bureaucratic  organizations,  they  attempt  to 
function  instrumentally  and  objectively,  according  to  an 
ideology  of  efficiency  and  rationality. 

Still  closer,  and  standing  between  formal  organi- 
zations and  strictly  informal  networks  of  kin,  friends, 
and  neighbors,  are  the  quasi-formal  groups,  often  called 
mediating  forces.  Examples  of  these  are  the  postal 
worker,  shopkeeper,  and  church  or  neighborhood  social 
group.  Such  groups  or  individuals  resemble  the  informal 
network  in  their  mode  of  operation,  yet  they  emanate 
from  or  are  akin  to  formal  organizations.  Most  impor- 
tantly, they  often  act  as  a  bridge  between  the  indivi- 
dual and  the  broader  society. 

Finally,  there  are  the  closest  and  at  present  most 
important  providers  of  social  care,  the  informal 
caregivers:  family  (mainly  spouse  and  children), 
neighbors,  and  friends  (Cantor,  1975b,  1979a,  1980; 
Cantor  and  Little,    198^*). 

Research  in  New  York  City  and  elsewhere  dis- 
closes a  pattern  of  reciprocal  aid  between  generations, 
including  emotional  gratification,  economic  aid,  child 
care,  household  management,  and  health  care  (Brody 
1978,  1981;  Cantor,  1975a,  1980;  Horowitz  and  Dobrof, 
1982;  Shanas,  197H,  1979b;  Shanas,  et  al,  1968).  The 
amount  of  help  parents  receive  from  children  is  related 
to  the  level  of  frailty  of  the  parent  and  the  paucity  of 
his  or  her  income,  suggesting  that  as  older  people  become 
more  vulnerable,  children  respond  with  more  assistance. 
Although  research  in  New  York  and  in  Los  Angeles  shows 
that  the  role  of  family  as  a  support  giver  is  strongest 
among  the  Hispanic  population,  where  the  traditional 
extended  family  is  more  in  evidence,  white  and  black 
elderly  also  have  substantial  informal  support  networks, 
ij  involving  one  or  more  children  usually  living  close  by 
(Cantor  1979b;  Bengtson,  1979;  Bengtson,  et  al., 
1981).  And,  interestingly  enough,  the  extent  of  informal 
supports  does  not  vary  much  by  social  class,  although 
the  form  of  interaction  may  differ.  Working-  and 
lower-middle-class  families  interact  with  direct 
assistance.  Upper-income  families  rely  more  heavily  on 
gifts  of  money  or  the  purchase  of  outside  services.  But 
no  matter  the  form,  the  family  remains  the  prime 
caretaker  of  its  older  members  in  the  United  States 
today   (Rossow,    1967;   Shanas,   et  al,    1968). 

However ,  focus  on  the  family  should  not  obscure  the 
fact  that  there  are  a  significant  number  of  elderly, 
probably  at  least  one-third,  without  children  or  with  no 
children  nearby.  For  such  older  people,  other 
relatives,  friends,  and  particularly  neighbors  can  and 
indeed  often  do  compensate  as  primary  social  supports. 
Even  though  most  elderly  live  in  age-integrated 
neighborhoods  and  the  majority  of  neighbors  may  be 
younger,  this  does  not  preclude  the  development  of 
mutual  systems  of  assistance  between  elderly  and  their 
younger  neighbors.  Thus  neighbors  and  the  elderly 
socialize,  shop  for  each  other,  and  help  in  emergencies; 
and  neighbors,  like  family  members,  accompany  older 
people  to  the  doctor  or  clinic.  However,  the  most 
frequent  form  of  assistance  is  help  during  illness  or 
such  emergencies  as  crime  and  fire. 

In  most  cases,   assistance  from  neighbors  during 


illness  is  either  short-term  or  sporadic,  with  the  more 
longer-range  care  of  the  more  seriously  or  chronically 
ill  generally  assumed  by  kin.  However,  because 
neighbor-friends  often  play  an  important  compensatory 
surrogate  family  role  with  respect  to  elderly  who  have 
no  kin,  it  is  not  uncommon  in  such  cases  for  a  neighbor 
to  be  involved  in  more  long-range  responsibilities,  or 
those  involving  crucial  decision  making,  such  as  hospi- 
talization. The  degree  of  involvement  of  a  neighbor  or 
friend  at  times  of  illness  or  in  assisting  with  the 
chores  of  daily  living  is  therefore  not  only  a  function 
of  the  intimacy  of  the  relationship  and  the  nature  of 
the  task,  but  is  heavily  influenced  by  the  presence  or 
absence  of  kin  (Brody,  et  al.,  1978;  Cantor,  1979; 
Cantor  and  Johnson,  1978;  Gurland,  et  al.,  1978; 
Branch  and  Jette,    1983). 

Perhaps  most  striking  is  the  role  of  kin  and 
significant  others  in  providing  services  in  the  home 
when  older  people  are  sick  or  grow  frail  with  increased 
age.  An  analysis  of  two  studies  that  sought  to  estimate 
the  extent  of  current  family  responsibility  to  the 
functionally  disabled  elderly  suggests  that  between  60 
percent  and  85  percent  of  all  impaired  elderly  are  helped 
by  the  family  in  a  significant  way.  Furthermore,  family 
members,  not  professionals,  give  the  bulk  of  the  care  to 
the  impaired  elderly:  80  percent  of  medically  related 
care  and  personal  care,  and  90  percent  of  home  help 
services,  to  say  nothing  of  extensive  emotional  support 
and  response  in  crisis  (United  States  Comptroller- 
General,    1977;   Callahan,   et  al.,    1980). 


Assistance  to  the  Moderately  and 
Severely  Impaired  Elderly 

As  older  people  become  frailer  and  more  dependent , 
a  shift  occurs  in  the  kinds  of  social  supports  needed 
and  the  patterns  of  assistance .  Kin  respond  with  more 
help.  An  examination  of  the  studies  involving  the 
impaired  elderly  (ranging  from  persons  with  moderate 
functional  limitations  to  the  homebound  and  bedfast) 
indicates  that  the  helping  patterns  are  different  from 
those  involving  well  elderly  in  the  following  ways: 

•  The  time  frame  of  assistance  changes  from  inter- 
mittent and  crisis-oriented  to  continual  and  long 
term. 

•  The  degree  of  family  involvement  in  the  day-to- 
day lives  of  the  elderly  increases  from  relatively 
minimal  to  considerable. 

•  Assistance  patterns  between  generations  are  no 
longer  reciprocal,  and  assistance  flows  more 
clearly  from  children  to  parents. 

•  Nature  of  the  tasks  changes  from  peripheral  to 
more  central,  including  direct  intervention  in 
housekeeping,  personal  care  and  total  management 
(Cantor  and  Little,    198^1). 

Perhaps  most  important  is  the  fact  that  family 
members  often  continue  to  care  for  frail  elderly  even 
at  great  personal  sacrifice.  In  a  recently  completed 
study,  what  emerged  as  the  overriding  problem  for  all 
types  of  caregivers- -spouse,  children,  and  friends--was 
not  the  physical  or  financial  strain,  but  the  emotional 
impact  of  dealing  with  increased  frailty  in  a  person 
with  whom  one  is  close  Thus  we  find  caregivers,  mainly 
women,  often  working  outside  the  home  and  already 
committed  to  a  variety  of  roles,  extending  themselves 
even  further  to  encompass  the  additional  regular  tasks 
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involved  in  the  care  of  a  frail  parent  or  relative.  And 
even  when  a  homemaker  service  provided  some  relief ,  the 
families  continued  to  remain  in  the  picture,  merely 
shifting  the  focus  of  their  caregiving  from  cleaning  and 
personal  care  to  emotional  support,  socialization,  and 
overall  care  management  tasks  (Lewis,  et  al.,  1981; 
Cantor,    1982). 

But  what  of  the  future  of  the  family  as  a  provider 
of  social  care?  In  any  consideration  of  an  appropriate 
balance  between  informal  and  formal  long-term  care  for 
the  elderly,  there  are  some  important  trends  and  issues 
that  require  research  and  policy  attention  in  the  period 
ahead. 

The  number  of  older  people  in  the  population  rela- 
tive to  younger  adults  is  expected  to  increase  world- 
wide, and  the  fastest-growing  segment  of  the  elderly, 
particularly  in  developed  countries,  are  the  older 
elderly.  These  are  the  very  people  who  will  need  the 
greatest  amount  of  assistance.  Thus  the  need  for  long- 
term  care  will  be  greater,  not  less,  in  the  coming 
decades . 

And  yet  women,  the  very  group  now  involved  in 
providing  most  of  the  informal  social  care,  are  increas- 
ingly entering  the  labor  market  and  remaining  in  it, 
even  during  the  years  of  child  rearing.  The  trend 
toward  more  working  women  is  certainly  influenced  by  the 
increase  in  divorce  and  single-parent  households.  But 
working  women  are  found  as  well  in  the  traditional 
nuclear  husband-wife  household,  where  two-wage-earner 
families  are  one  answer  to  inflation  and  unemployment. 
Particularly  significant  is  the  continued  rise  in 
working  among  women  aged  45  to  54 ,  the  very  women  who 
have  traditionally  contributed  many  hours  to  volunteer 
service  and  the  informal  support  of  elderly  parents. 

However,  there  is  no  indication  that  today's 
women,  including  those  who  work  outside  the  home  are 
abandoning  their  filial  responsibilities.  Work  as  such 
does  not  seem  to  be  a  reason  for  relinquishing  respon- 
sibilities to  the  old.  Rather,  research  suggests  that 
these  "women  in  the  middle"  appear  to  be  extending 
themselves  further  to  assume  the  multiple  roles  of 
caring  for  their  own  families  and  for  aged  parents,  in 
addition  to  working  at  paid  jobs  (Brody,  1981;  Cantor, 
1982;  Horowitz  and  Dobrof,  1982).  Furthermore, 
in  interviews  with  children  who  care  for  frail  parents, 
there  emerges  a  deep  sense  of  moral  obligation  on  the 
children's  part  to  both  their  own  families  and  their 
older  relatives.  The  dilemma  of  conflicting  demands, 
in  most  cases,  is  handled  not  by  denial  of  respon- 
sibility   but    through    considerable    personal    sacrifice. 

Coping  mainly  involves  restricting  life  to  the 
minimum  essentials  of  family,  work,  and  care  for  depen- 
dent elderly.  Thus  free  time,  relaxation,  socializing 
with  peers,  and  the  pursuit  of  personal  interests  are 
sacrificed  under  the  relentless  time  and  energy  con- 
straints of  caregiving  (Cantor,  1982;  Brody,  1981). 
How  long  this  pattern  will  continue  we  do  not  know. 
However,  the  strain  involved  is  considerable,  and  some 
way  must  be  found  to  lessen  the  burden  in  order  to  pre- 
vent both  younger  and  older  families  from  suffering. 

Furthermore,  spouses,  friends,  and  neighbors  are 
also  involved  as  informal  caregivers.  Much  less  is 
known  about  the  difficulties  they  can  reasonably  be 
expected  to  endure  and  still  continue  as  viable  sources 
of  long-term  care.    Most  important  for  elderly  spouses. 


who  are  often  in  poor  health  themselves,  are  in-home  and 
respite  services,  sponsored  by  public  or  voluntary 
agencies,  at  a  cost  that  the  elderly  can  afford  (Cantor, 
1983). 

Friends  and  neighbors,  although  not  usually  as 
centrally  involved  in  the  care  of  frail  homebound 
elderly,  are  also  a  source  of  help.  Their  geographic 
proximity  makes  them  particularly  suitable  for  providing 
time-limited  neighborhood -based  assistance,  such  as 
shopping,  escorting  people  to  medical  care,  friendly 
visiting,  and  acting  as  "spotters"  who  alert  family  or 
community  agencies  in  case  of  crisis.  More  attention 
needs  to  be  directed  to  such  secondary  informal  support 
groups,  as  well  as  to  the  appropriate  involvement  of 
other  neighborhood  helpers,  such  as  churches,  block 
associations,   and  the  mail  carrier   (Cantor,    1983). 

If  informal  supports  are  to  continue  to  be  a 
principal  mode  of  social  care  for  older  people,  serious 
consideration  must  be  given  to  methods  of  assisting 
family,  friends,  neighbors,  and  other  informal  groups  in 
their  efforts.  Many  forms  of  assistance  merit  consider- 
ation, including  home  care,  respite  service  and  coun- 
seling, training,  and  self-help  groups  for  caregivers. 
Is  support  best  given  in  the  form  of  direct  services, 
vouchers  for  service,  cash  allowances,  or  a  combination 
thereof?  Throughout  the  world  there  is  a  growing  aware- 
ness that  methods  of  assisting  informal  networks  are 
essential,  but  widespread  and  comprehensive  family- 
oriented  policy  in  this  area  has  yet  to  emerge. 

Taking  care  of  a  frail  dependent  person  often 
involves  considerable  emotional  strain,  particularly  for 
the  informal  caregiver.  Special  services  geared  to 
caregiver  needs  should,  therefore,  be  considered. 
Support  groups  for  caregivers  under  the  auspices  of 
church  or  social  agency  are  a  growing  response .  Through 
the  sharing  of  experiences,  information  on  the  aging 
process,  and  available  community  resources,  the  burden 
is  eased,   to  the  benefit  of  all  concerned. 

Such  groups,  sponsored  by  unions  or  employee 
assistance  programs,  could  function  equally  well  in  the 
workplace  and,  along  with  flexible  work  schedules,  could 
make  a  difference  in  the  well-being  and  productivity  of 
caregiving  employees. 

Of  great  importance  to  the  informal  support  sys- 
tem, particularly  spouse  and  children,  is  gaining  access 
to  those  community  resources  that  exist.  Given  the 
fragmented  nature  of  the  social-health-care  system  in 
the  United  States,  caregivers  need  information  on 
resources  and  the  availability  of  professionally  super- 
vised social  services,  including  assessment  and  some; 
form  of  care  management.  We  often  speak  of  "one-step 
entry  points"  for  older  people,  but  too  often  children 
and  others  giving  care  are  enmeshed  in  time-consuming 
and  bureaucratic  duplications  of  effort  (Cantor,  1983) . 

With  informal  care  playing  such  a  crucial  part  in 
the  social  care  system,  the  question  of  the  proper 
interface  between  informal  and  formal  subsystems  be- 
comes critical.  To  bring  about  a  positive  interface  we 
need  to  know  more  about  the  appropriate  balance  among 
individual,  familial,  and  societal  responsibilities  for 
the  care  of  dependent  elderly. 


Furthermore,  a  positive  interface  requires  training 
the  formal  system  in  the  value  and  importance  of  the 
informal.     Formal  helpers  of  all  disciplines  must  learn 
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to  appreciate  the  role  of  family,  friends,  and  neigh- 
bors, must  take  the  time  to  work  with  them  and  include 
them  in  care  planning  for  older  persons.  Such  an  inter- 
face probably  involves  radical  reexamination  and  changes 
in  prevailing  attitudes  about  professionalism,  status, 
and  the  importance  of  technical  expertise.  Shortage  of 
resources  may  force  such  a  reappraisal,  but  it  is  hoped 
that  the  new  working  relationships  which  must  emerge  can 
be  built  upon  a  positive  appreciation  for  the  respective 
roles  of  each  sector,    formal  and  informal. 

If  we  accept  the  premise  that  both  informal  and 
formal  social  care  have  unique  value  and  that  the 
welfare  of  older  persons  is  advanced  by  cooperative 
efforts,  we  must  be  careful  not  to  upset  the  delicate 
balance  between  the  two  subsystems.  The  tendency  to 
formalize  the  informal  system,  regulate  it,  and  bureau- 
cratize  it,  in  our  desire  to  enhance  and  support, 
poses  a  real  and  serious  threat.  Does  filial  respon- 
sibility under  law  really  promote  informal  support,  or 
is  the  widely  accepted  moral  imperative  of  caring  for 
parents  the  more  important  motivating  force?  How  does 
one  help  such  mediating  structures  as  churches  and 
neighborhood  groups  to  play  a  role  with  the  elderly, 
without  interfering  with  those  structures?  Even  the 
granting  of  modest  sums  for  development  costs  involves 
issues  of  accountability  and  regulation. 

In  a  similar  vein,  although  direct  or  indirect 
financial  incentives  may  require  less  regulation,  can 
the  frail  elderly  realistically  assume  responsibility 
for  obtaining  and  supervising  home  services,  without  the 
supervisory  assistance  of  a  case  manager  or  younger 
family  member?  These  are  complex  issues  requiring  more 
study.  Solutions  will  differ,  depending  on  the  mix  of 
public  and  private  services,  and  the  value  systems,  in 
particular  countries.  However,  the  basic  issue  of  how 
to  strengthen  informal  networks  without  transforming 
them  into  formal  entities  and  creatures  of  government  is 
crucial  everywhere. 

Finally,  in  a  climate  of  service  retrenchment  and 
economic  restraint  it  is  particularly  important  that  the 
role  of  community-based,  publicly  supported  social-care 
services  be  reaffirmed.  It  is  clear  that  the  family  and 
other  informal  supports  have  a  unique  and  valuable  role 
to  play  in  the  long-term  care  of  the  elderly.  It  is  this 
informal  system  to  which  older  people  turn  naturally, 
and  there  is  little  indication  that  the  moral  respon- 
sibility to  care  for  the  old  will  be  eroded  in  the 
coming  period. 

At  least  one-third  of  the  elderly,  however,  are 
childless  and  perhaps  without  other  family  members  to 
act  as  substitutes.  In  other  cases,  families  are  not 
close  by,  or  can  no  longer  carry  the  burden  of  in-home 
care  without  assistance.  Thus,  the  informal  system  in 
highly  industrialized  societies  cannot  function  adequa- 
tely unless  there  is  a  floor  of  comprehensive  social- 
care  entitlements  and  services  in  place  in  the  com- 
munity. Only  with  such  a  floor  of  services  can  we 
ensure,  on  the  one  hand,  that  older  persons  without  kin 
are  adequately  cared  for  and,  on  the  other  hand,  that 
assistance  will  be  readily  available  when  the  need  for 
care  is   beyond  the  capacity  of  the  informal  network. 

There  is  always  the  danger,  in  periods  of  presumed 
limited  resources,  that  the  informal  care  system,  whe- 
ther it  consists  of  family,  friends,  or  neighbors,  will 
be  offered  as  a  viable  alternative  to  community-based 
services.     Such  an  approach  would  not  only  destroy  the 


balance  between  informal  and  formal  but  would  result  in 
a  serious  reduction  in  care  for  older  people.  Only  when 
both  systems  are  in  place  and  functioning  at  optimum 
levels  will  the  increasing  number  of  elderly  be  assured 
the  long-term  care  they  need  and  desire. 
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A  MODEL  FOR  THE  IMPLEMENTATION  OF  FAMILY  CARE  OF  THE  ELDERLY 


3ohn  Selstad,   Medicare  Partners 


This  paper  will  recount  the  actual  experience  of  a 
caregiver  support  program  located  in  Minneapolis, 
Minnesota.  I  will  start  by  briefly  explaining  the  orga- 
nizational base  of  the  program.  Then  I  will  describe 
some  of  the  problems  that  we  encountered,  and  their 
solutions,  and  I  will  conclude  with  some  implications 
for  those  who  represent  the  supportive  systems--the 
enablers,  who  can  make  the  replication  of  caregiver 
support  something  that  is  accomplished  more  quickly. 

The  base  of  operation  for  the  program  is  the 
Ebenezer  Society,  a  multi-service  geriatric  corporation. 
It  operates  800  nursing  home  beds,  independent  living 
housing  for  more  than  1,100  elderly,  and  an  extensive 
system  of  community-based  long-term  care.  A  sister 
corporation ,  Ebenezer  Center  on  Aging  and  Human  Deve- 
lopment, performs  education  and  research  on  aging 
issues . 

Through  the  experience  of  social  workers  in  nursing 
home  intake  positions  and  in  the  Community  Services 
Division ,  Ebenezer  Society  became  interested  in  offering 
a  program  that  provided  training  for  caregivers,  support 
groups  for  them,  and  access  to  respite  services.  Time 
after  time  we  saw  situations  in  which  the  family  care- 
givers had  so  depleted  their  personal  energies  that  they 
had  reached  an  exhausted  state.  Such  a  situation  could 
have  been  prevented,  had  an  earlier  supportive  inter- 
vention come  into  play.  We  saw  this  need  right  at  our 
doorstep  every  week . 

A  research  project  to  study  caregiving  and  care- 
givers was  funded  by  the  Northwest  Area  Foundation  and 
conducted  in  1980  and  1981  by  the  Ebenezer  Center  on 
Aging  and  Human  development.  This  grant  allowed  the 
development  of  caregiver  training  curriculum  and  mater- 
ials and  of  a  support  group  format  and  process.  It  also 
gave  direct-service  staff  firsthand  experience  in  offer- 
ing the  program.  In  January  1982  a  United  Way  grant 
allowed  the  program  to  be  continued  and  expanded.  In  a 
two-year  period,  205  caregivers  participated  in  the  pro- 
gram, which  includes,  training,  support  groups,  and  the 
development  of  a  respite  plan  for  them. 


Program  Start-Up 

The  first  phase  in  development  was  clearly  a  start- 
up phase .  One  of  the  primary  problems  that  we  encount- 
ered was  an  overall  lack  of  familiarity  with  the  model 
caregiver  support  programs  and  a  sparsity  of  start-up 
grants.  Coincidental  with  the  Ebenezer  research  pro- 
ject, the  United  Way  of  the  Greater  Minneapolis  Area 
was  conducting  a  task  force  study  on  caregiver  support 
and  had  identified  the  need  with  some  clarity.  The  fact 
that  we  had  already  developed  an  operating  program, 
albeit  small,  made  our  proposal  attractive.  I  hope  that 
grant-making  systems  will  give  caregiver  support  high 
priority  in  the  future. 

Another  problem  in  start-up  was  that  the  caregiver 
support  group  model  was  familiar  to  the  consumers .  There 


was  considerable  cautiousness  on  their  part  as  we  descri- 
bed the  support  groups.  We  had  to  slowly  build  in  the 
support  group  aspect  through  the  training  component .  The 
training  brought  people  into  realistic,  hands-on  learn- 
ing situations  concerning  care  for  their  loved  ones.  In 
this  way  they  began  to  share  their  feelings  and  their 
needs  for  physical  and  emotional  support.  The  contin- 
uation of  the  training  meetings  in  the  form  of  a  sup- 
port group  was  then  more  natural  and  acceptable. 

Participants  told  us  that  the  support  group  was 
the  most  valuable  component  of  the  program.  It  seems 
that  people  will  not  turn  down  economic  assistance  (that 
is,  payment  for  their  work) ,  but  no  one  could  pay  them 
enough  to  take  on  the  caregiving  job  if  they  did  not 
already  have  the  commitment  to  doing  it .  Our  experience 
shows  that  fewer  than  5  percent  of  the  people  involved 
with  the  program  only  want  access  to  the  respite  services . 
Most  value  training  and  support  highly. 


Program  Participants 

Approximately  half  of  the  participants  were  spouses 
of  the  impaired  older  person,  one-quarter  were  siblings, 
and  one-quarter  were  their  children.  Forty-three  per- 
cent of  the  care  recipients  needed  twenty-four  hour  care , 
so  it  was  an  impaired  population .  Approximately  one-half 
of  the  caregivers  needed  formal  service  support  from 
the  program.  Many  of  them  could  not  afford  the  cost  of 
the  full  extent  of  formal  services  that  they  required. 
A  sliding-fee-scale  approach  was  developed  as  part  of  the 
United  Way  grant  to  help  pay  for  necessary  services. 

Linkages  with  community  agencies  are  imfxjrtant  to 
assure  access  to  respite  services.  The  services  of 
senior  companion,  home  health  aide,  and  adult  day  care 
are  the  most  commonly  needed  supports.  Notably,  fully 
one-half  of  the  situations  did  not  require  formal  ser- 
vices at  any  given  point  in  time.  In  partial  explanation, 
participants  said  that  the  confidence  of  having  the 
formal  agency  ready  to  back  them  up  was  what  often 
brought  them  through  the  stress  and  the  strain  of  get- 
ting by  day  to  day.  Once  again,  the  support  groups  were 
very  important. 


Second  Year 

The  program  moved  into  an  expansion  and  re- 
finement stage  during  the  second  year.  Points  of  access 
were  increased  from  one  to  five  locations  in  Min- 
neapolis, and  we  found  that  our  needs  had  quickly 
outgrown  our  small  staff  of  1 . 5  full  time  equivalents. 
The  program  itself  brought  greater  resources  to  bear. 
The  participants  took  on  the  leadership  of  selected  sup- 
port groups.  A  model  of  experientially  trained  leaders 
evolved,  similar  to  Alanon's.  Several  participants  had 
lost  a  spouse  or  loved  one  through  death,  and  their 
appreciation  for  the  support  they  received  from  the 
program  led  them  to  become  volunteer  group  leaders. 
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Throughout  the  process  of  increased  participant 
leadership ,  the  formal  agency '  s  backup  social  worker  was 
ready  to  step  in  as  needed. 

Volunteer  leaders  reported  that  the  backup  gave 
them  confidence  in  an  increasingly  important  role.  A 
participant-written  newsletter  was  developed  that  con- 
tained practical  information,  including  articles  about 
local  programs,  new  services,  and  new  approaches  for 
providing  caregiving  tasks. 

The  need  for  inexpensive  in-home  support  and  our 
limited  financial  resources  led  us  to  bring  in  additional 
volunteers  from  the  outside.  We  found  that  when  these 
volunteers  went  through  the  participant  training  program 
they  developed  a  much  stronger  attachment  to  the  care- 
giver and  the  impaired  person  than  if  they  came  in 
"cold." 


Conclusions 

Several  practical  steps  can  be  taken  to  encourage 
the  replication  of  this  model  of  caregiver  support: 

1 .  We  need  to  disseminate  available  information 
on  training  programs  and  support  group  design. 
Such  information  is  available,  although  it 
has  not  been  available  for  very  long. 

2.  We  need  affordable  insurance  for  volunteer 
organizations.  Sometimes  a  church  will  decide 
not  to  become  a  volunteer  station  because  of 
possible  legal  liability. 


3.  We  need  more  housing  options.  The  ability  to 
build  many  supports  right  into  the  housing 
design  is  an  important  way  to  extend  family 
caregiving. 

'f.  Nursing  home  regulations  might  have  to  be 
changed,  depending  on  the  state.  Consider  the 
paperwork  that  must  be  done  to  make  a  nursing 
home  admission,  even  though  it  is  only  for  a 
two-week  respite  period.  This  paperwork  is 
often  not  cost-effective  or  necessary  for 
quality  service.  We  need  to  change  regula- 
tions that  are  impeding  short-term  respite 
placements. 

5.  Two  problems  that  are  frequently  reported  as 
barriers  to  continuing  caregiver  support  are 
wandering  and  incontinence  on  the  part  of  the 
impaired  person .  Research  in  these  areas  might 
be  expanded,  to  find  means  of  reducing  the 
disruption  and  burden  that  accompany  these 
behaviors. 


This  paper  has  briefly  related  the  experience  of 
one  caregiver  program.  Two  basic  developmental  stages 
were  reviewed,  with  problems  identified  in  each  stage. 
It  is  hoped  that  the  sharing  of  experience  and  materials 
from  existing  caregiver  support  programs  will  contribute 
to  the  broad  replication  of  this  cost-effective  and 
"human-effective"  service  strategy. 
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CHAPTER  9 


VOLUNTEERISM 


VOLUNTEERS  IN  LONG-TERM  CARE:      AN  OVERVIEW 


Linda  Keen  Scharer,   Saint  Vincent's  Hospital  and   Medical  Center  of  New  York 


Introduction 

Among  all  of  the  innovative  methods  for  financing 

and  giving  long-term  care  to  the  elderly  and  infirm,  the 

use  of  volunteers  has  a  special  and  intrinsic  appeal. 

I  Volunteers  represent  the  private  sector .    Their  presence 

offers  evidence  that  citizens  are  willing  to  participate 

j  in  providing  long-term  care.      Their  efforts  augment, 

I  rationalize,    and  reinforce   the  demand  for  additional 

!  state  and  federal  expenditures.    In  this  sense,  the  use 

j  of  volunteers  is  comparable  in  its  effect  to  the  deduct- 

]  ible  and  copayments  of  health  insurance. 

I  Voluntary    community    service    is    an    American 

grass  roots  tradition  that  is  cherished  and  unique.  In 
Democracy  in  America  (written  in  IS'tO  about  his  trip  to 

I  America  in  1830),   Alexis  de  Tocqueville  states: 

I  have  often  admired  the  extreme  skill  with 
which  the  inhabitants  of  the  United  States 
succeed  in  proposing  a  common  object  for  the 
exertions  of  a  great  many  men  and  inducing 
them  voluntarily  to  pursue  it   (Tocqueville, 

He  goes  on  to  describe  the  motivation  of  a 
volunteer . 

They  all  feel  themselves  subject  to  the  same 
weaknesses  and  the  same  danger  and  their 
interest  as  well  as  their  sympathy  makes 
it  a  rule  with  them  to  lend  one  another 
assistance  when  it  is  required.  The  more 
equal  social  conditions  become,  the  more  do 
men  display  this  reciprocal  disposition  to 
oblige  each  other. 

In  democracies  no  great  benefits  are  con- 
ferred but  good  offices  are  constantly  ren- 
dered; a  man  seldom  displays  self  devotion 
but  all  men  are  ready  to  be  of  service  to  one 
another  (Tocqueville,   19'f5). 

In  long-term  care,  the  legacy  of  historic  figures 
whose  contributions  set  modern-day  precedents  includes 
Jane  Addams  in  social  reform,  Dorothea  Dix  in  care  for 
the  mentally  ill,  and  Lillian  Wald  in  public  health 
nursing.  (For  a  history  of  volunteerism,  see  Crooks, 
1981). 

In  the  United  States,  volunteers  are  a  major 
resource,  indeed  a  national  treasure,  both  philosophi- 
cally and  economically.  Little  or  no  money  changes 
hands  for  the  services  they  give.  Consider  the  wide 
range  of  costs  associated  with  providing  home  care 
services.  In  Table  1,  services  by  various  provider 
sources  are  ranked  from  the  least  to  the  most  expensive 
(Firman,    1983). 

Note  that  trained  volunteers  are  less  costly  than 
part-time  employees  of  voluntary  agencies  and  full-time 
employees  of  home  health  care  agencies.  These  latter 
sources  of  assistance  are  more  expensive  because  they 
include  salaries  and  benefits  for  employees,  in  addition 
to  the  training  costs  and  administrative  overhead,  which 


are  also  present  in  the  volunteer  sector.  The  fee  paid 
by  the  client  or  third  party  is  not  considered;  if  it 
were,  the  cost  difference  would  increase  substantially. 


TABLE  1 


Type  of  Provider 


1 .  Trained  family   members 
or  friends 

2.  Trained  volunteers 

3.  Part-time  employees  of 
voluntary  organizations 

4.  Full-time  employees  of 
home  care  agencies 


Average   Hourly  Cost 
$0.50   --   $1.00 


$1.00   --   $3.00 


$^^.00   --   $5.00 


$10.00  and  up 


Yet ,  the  development  of  formal  volunteer  programs 
is  not  a  natural  phenomenon.  Such  efforts  can  be  dif- 
ficult to  implement.  To  recruit  and  retain  volunteers, 
and  to  find  meaningful  work  for  them  to  perform,  are 
often  troublesome  tasks.  But  if  such  programs  are 
orchestrated  with  skill,  a  range  of  rewards  is  possible 
for  the  recipients  of  service,  the  volunteers,  and  the 
community  at  large. 


Definitions 

Traditionally,  a  volunteer  performs  a  service 
without  pay.  Anything  else  might  appear  to  be  a  contra- 
diction in  terms,  although  payment  for  service  in  the 
form  of  a  stipend  or  reimbursement  for  out-of-pocket 
costs  is  not  unusual.  The  federal  government  provides 
two  examples:  The  Senior  Companion  Program  (SCP) 
gives  stipends,  and  the  Retired  Senior  Volunteer 
Program  (RSVP)  offers  reimbursement  for  incidental 
expenses.  Both  are  administered  through  ACTION, 
established  under  the  Domestic  Volunteer  Service 
Act.  However,  the  issue  of  compensation  is  complex, 
and  opinions  concerning  appropriate  and  feasible  forms 
of  payment  vary   (Cohen,   et  al.  ,    1982). 

The  volunteer  in  long-term  care  may  work  in  the 
home,  at  a  long-term  care  institution,  or  as  an  aide  to 
the  discharge  planner  within  an  acute-care  hospital.  A 
volunteer  is  not  a  family  member,  although  the  tasks 
performed  may  be  identical.  Volunteers  engage  in  var- 
ious types  of  activities  that  serve  a  broad  range  of 
purposes,  encompassing  the  requests  of  the  client,  the 
skills  and  aspirations  of  the  volunteer,  the  financial 
requirements  of  the  sponsoring  organization,  and  the 
social  norms  of  the  community.  Volunteer  work  can  be 
classified  into  four  categories: 

•  Direct  service 

•  Support  service 

•  Policymaking 

•  Administration   (Kieffer,    1980). 
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The  most  frequent  use  of  volunteers  in  long-term 
care  is  through  direct  service  in  the  area  of  home  help 
and  companionship.  People  who  participate  in  friendly 
visitor  programs,  for  example,  perform  tasks  that  do  not 
require  professional  knowledge  or  training  and  that 
could  be  carried  out  by  a  thoughtful  neighbor,  friend, 
or  relative,  if  one  were  available.  These  tasks  may 
include  bathing,  dressing,  helping  with  eating,  tele- 
phoning for  reassurance,  shopping,  friendly  visiting, 
reading  aloud,   paying  bills,   and  letter  writing. 

Volunteers  in  long-term  care  may  bridge  the  per- 
sonal and  social  dimensions  of  aging,  through  advocacy 
efforts  on  behalf  of  elderly  members  of  the  community. 
The  East  Tennessee  Advocacy  Assistance  Program  pro- 
vides one  such  example  (Netting  and  Hinds,  ISS'f).  In 
that  program,  the  trained  volunteers  assist  the  state 
ombudsman  in  monitoring  and  investigating  the  care  given 
to  residents  of  long-term  care  facilities.  Results  of 
their  efforts  have  included  changing  the  ^:00  a.m.  wake- 
up  time  at  one  nursing  home,  and  the  release  of  a 
patient  held  in  a  home  against  her  wishes. 

Through  the  four  categories  of  volunteer  work  many 
other  opportunities  are  possible.  In  addition  to  the 
direct  service  and  advocacy  examples  cited,  volunteers 
can  provide  service  as  doctors,  nurses,  or  social 
workers.  They  can  establish  organizations,  serve  on 
governing  boards,  and  participate  in  fund  raising. 
Volunteer  efforts  in  these  activities  can  also  promote 
social  change.  Once  familiar  with  an  activity  through 
firsthand  experience,  volunteers  may  become  aware  of 
social  policy  implications.  Opportunities  may  emerge 
for  people  to  participate  in  action  for  social  change. 

Volunteers  function  within  organizations  that 
generally  are  headed  by  a  coordinator  and  governed  by  a 
board.  In  turn,  these  organizations  often  form  asso- 
ciations that  can  be  a  potential  source  of  volunteer 
strength.  An  example  is  the  National  Citizens  Coalition 
of  Nursing  Home  Reform ,  which  was  founded  in  1975  and  is 
now  composed  of  215  organizations  in  forty  states. 

There  are  few  reported  studies  of  volunteers  in 
long-term  care.  Researchers  have  focused  on  the  quali- 
ties of  volunteers,  their  sense  of  life  satisfaction 
(Carp,  1968)  and  health  (Hunter  and  Linn,  1980-81),  and 
their  history  in  service  organizations  (Dye,  et  al. , 
1973).  The  costs  and  benefits  of  the  work  performed 
have  not  yet  been  addressed  adequately  (Cohen,  et  al. , 
1982). 


Incentives 

The  incentives  for  government  and  society  to  pro- 
mote the  use  of  volunteers  are  strong,  and  include 
demographic,  historical,  financial,  and  social  reasons. 
At  present,  there  are  some  twenty-five  million  Amer- 
icans over  the  age  of  65  living  in  the  United  States, 
and  7 . 5  percent  of  them  live  alone  (U.S.  Census  Bureau , 
1980).  The  increasing  numbers  of  elderly  today,  par- 
ticularly the  frail  elderly  are  creating  increased 
pressure  to  find  additional  sources  of  labor  to  help 
them.  As  people  age,  they  become  a  suitable  focus  for 
friendly  visitor  programs. 

Volunteerism  has  long  been  used  as  a  method  of 
providing  long-term  care  when  family  support  falters. 
Since  the  nineteenth  century,  the  nature  of  the 
volunteer  pool  has  been  changing.     Prior  to  that  time. 


volunteering  was  considered  a  male  prerogative.  In  the 
late  nineteenth  century,  women,  through  their  work  in 
social  reform,  took  on  volunteer  activity  (Boyle,  1905) . 
This  trend  continued  into  the  1950s.  The  women  who  par- 
ticipated then,  now  elderly,  still  maintain  their 
interest  in  volunteerism .  However ,  the  women '  s  libera- 
tion movement  and  the  economic  necessity  for  women  to 
seek  paid  employment  may  effect  the  recruitment  of  such 
senior  volunteers  in  future  years. 

The  financial  hypothesis  is  that  lower  cost  service 
can  be  substituted  for  care  that,  at  present,  is  paid 
for  at  market  rates.  As  the  number  of  elderly  rises, 
the  cost  of  their  care  becomes  more  significant. 
Consider,  for  example,  current  visit  restrictions  by 
Medicare  on  the  use  of  home  health  aides  and  the  unsuc- 
cessful legislative  attempts  to  expand  Medicare  bene- 
fits. If  volunteers  are  incorporated  into  an  existing 
agency,  paid  staff  can  focus  on  patients  with  more 
complex  needs ,  and  the  work  of  the  staff  can  become  more 
cost  effective. 

Most  important  in  the  delivery  of  service  to  the 
elderly  is  the  fact  that  "volunteers  bring  something  to 
the  relationship  that  no  doctor,  nurse  or  social  worker 
can  offer  by  virtue  of  professional  status,  namely 
friendship"  (Harnett,  198^*).  In  the  case  of  senior 
volunteers,  a  current  focus  of  attention,  there  is  yet 
another  dimension.  As  S.W.  Brummel  asks,  "After  all, 
who  better  know  the  needs  of  elders  than  those  who  are 
senior  adults?"   (Brummell,    198't.) 

Friendly  visitor  programs  illustrate  the  social 
incentives  of  volunteerism.  These  programs  can  be 
established  to  fulfill  specific  needs  of  isolated  older 
people,   namely: 

•  Human  contact 

•  Chore  services 

•  Observation  of  the  physical  and  emotional  state 
of  elders. 

In  times  of  crisis,  the  visitor  is  available  as  an 
adviser  or  go-between,  and  on  a  regular  basis  can 
observe  or  monitor.  The  visitor  is  a  companion  and 
shopper,  reader  and  writer,  a  sharer  of  hobbies  and 
gossip,  and  a  person  who  carries  out  just  about  any 
activity  that  benefits  the  older  person  or  strengthens 
an  interest  in  life  and  human  relationships.  Friendly 
visitor  programs  generally  take  place  in  people's  homes, 
but  nursing  homes  also  use  such  volunteers.  Sometimes 
the  volunteers  are  the  patients  themselves.  Patients  in 
one  such  program  are  given  clerical  work  and  are  con- 
sidered part  of  the  facility's  volunteer  program.  The 
program  is  intended  to  diminish  isolation  and  the 
feeling  of  uselessness  ( Hospital  Assn .  of  New  York  State , 
198^). 


Village  Visiting  Neighbors 


Of  the  numerous  existing  friendly  visiting 
programs,  the  Village  Visiting  Neighbors  in  New  York 
City  is  a  prototype.  It  is  worth  examining  in  detail, 
because  it  functions  successfully  and  has  worked  out 
many  of  the  parameters  of  voluntary /volunteer  functions . 


^     Information     for    the    section    on    Village    Visiting 
Neighbors  was  derived  from  Brickner,  1978,  pp.  199-210. 
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The  program  was  established  in  1972  in  Greenwich 
Village  by  a  consortium  of  local  agencies  and  interested 
individuals,  including  churches,  synagogues,  block  asso- 
ciations and  their  members,  settlement  houses,  the 
Visiting  Nurse  Service  of  New  York,  and  Saint  Vincent's 
Hospital.  The  original  goal  was  to  organize  a  group  of 
volunteers  who  would  visit  homebound  aged  people  in  the 
community,  develop  personal  relationships  with  them, 
and  carry  out  simple  tasks  for  them.  In  1983  it  served 
about  180  clients.  Its  board  of  directors  is  legally 
responsible  for  the  conduct  of  the  program,  its  co- 
ordinator, and  the  volunteer  visitors.  Board  members 
are  representatives  of  the  original  sponsoring  organiza- 
tions, experienced  volunteer  visitors,  and  aged  people 
from  the  community. 

From  the  beginning,  Village  Visiting  Neighbors 
grasped  its  responsibility  as  an  organization  to  screen 
volunteers,  establish  standards,  and  exercise  super- 
vision, so  that  aged  clients  were  not  abused.  The  board 
raised  money  for  a  paid  coordinator  and  established 
bylaws,  training  programs,  regular  meetings,  proper 
documentation  of  visits,  and  guidelines  for  conduct  of 
the  volunteer  staff.  These  guidelines  are  widely 
applicable: 

•  Be  dependable.  Donot  promise  more  than  you  can 
fulfill. 

•  Be  cheerful,   without  undue  exuberance. 

•  Make  appointments  for  visits  ahead  of  time — and 
keep  them. 

•  Accept  conditions  in  the  home  as  you  find  them, 
barring  matters  of  immediate  safety. 

•  Encourage  the  client '  s  confidence  in  professional 
health  workers  involved  in  the  case, 

•  Engage  the  cooperation  of  other  household  mem- 
bers,   if  any. 

•  Respect  the  confidence  of  the  client. 

•  Keep  relations  on  a  friendly,  cheerful  plane,  but 
dignified. 

•  Maintain  your  interest  and  enthusiasm;  realize 
that  you  have  an  opportunity  to  bring  freshness 
in  from  the  outside  world. 

These  guidelines  urge  the  volunteer  to  adopt  the 
qualities  that  a  good  friend  might  have.  Their  impor- 
tance is  stressed  in  other  programs  as  well.  Certain 
prohibitions  are  emphasized,  since  these  caveats  might 
well  temper  actions  of  the  uninitiated: 

•  Do  not  give  medication  or  offer  medical  advice. 

•  Do  not  suggest  treatments. 

•  Do  not  consult  with  physicians  or  other  health 
workers  on  behalf  of  the  client. 

•  Do  not  discuss  other  clients'    problems. 

•  Do  not  lift  the  client.  This  takes  skill  and 
training,  as  well  as  strength. 

•  Do  not  undermine  the  client's  confidence  in 
others  who  help. 

•  Do  not  criticize  or  give  advice  on  housekeeping 
or  other  conditions  in  the  home. 

•  Do  not  give  money  to  the  client,  and  do  not  ac- 
cept money  or  gifts  of  substance.  Remember, 
you  are  a  volunteer. 


•  Do    not    be    discouraged    or    frustrated   if   your 
client  is  slow  to  develop  interest   in  you. 

•  Do  not   get   emotionally   involved.      Try   to   be 
objective  but  not  callous  or  tough. 

Although  at  first  glance  they  may  appear  to  be 
simple,  common  sensical  statements,  such  guidelines  are 
invaluable  for  both  the  volunteer  and  the  client.  They 
provide  a  structure  which,  if  followed,  will  permit  the 
volunteer  to  act  in  a  skillful  manner  and  approach  the 
client  with  an  air  of  professionalism.  This,  in  turn, 
gives  the  client  greater  confidence  and  trust  in  the 
volunteer,  and  permits  the  needec  services  to  be  under- 
taken in  a   more  timely  way. 

It  is  important,  for  example,  for  volunteers  not  to 
make  promises  or  raise  expectations  that  cannot  be  met . 
Such  disappointments  are  demoralizing  for  the  volunteers 
and  are  painful  and  frustrating  for  the  client.  This 
kind  of  failure,  as  well  as  the  failure  to  make  and  keep 
appointments,  undermines  the  client--volunteer  rela- 
tionship, the  continuity  of  service,  and  the  maintenance 
of  a  reliable,   efficient  program. 

It  is  equally  important  for  the  volunteer  to 
respect  the  client's  circumstances  and  general  style  of 
living.  Most  elderly  people  are  reluctant  to  change, 
and  are  even  confused  by  change.  One  advantage  of 
volunteer  visits  is  allowing  the  client  to  remain  in  the 
familiar  surroundings  of  his  or  her  own  home  for  long- 
term  health  care.  The  role  of  volunteers  is  not  to 
impose  their  standards  of  living  on  clients  and  not  to 
judge,  but  to  facilitate  maintenance  of  dignity  and  the 
client's  chosen  way  of  life.  However,  regular  visits 
offer  a  means  of  spotting  and  correcting  legitimate 
health  or  safety  hazards  in  the  home. 

Frequently,  clients  are  concerned  about  their 
condition  and  may  question  the  health  care  treatment 
provided  them  by  professionals,  especially  in  long-term 
cases.  It  is  essential,  therefore,  that  the  volunteer 
encourage  and  reinforce  the  client's  confidence  in  pro- 
iessional  health  care.  Second-guessing  is  destructive 
to  the  well-being  of  the  client  and  eventually  can  erode 
the  client-volunteer  relationship.  Positive  reinfor- 
cement can  also  give  greater  satisfaction  to  volunteers, 
since  it  underscores  their  role  as  complementing  pro- 
fessional health  care. 

Since  most  clients  are  homebound  ,  volunteers  must 
also  maintain:  cooperative  relationships  with  other 
members  of  the  household;  a  cheerful  but  not  overly 
enthusiastic  attitude,  since  the  volunteer  may  be  the 
client's  main  link  to  the  outside  world;  and  above  all, 
respect  for  the  client's  confidence.  Confidence  breeds 
trust  and  trust  allows  the  volunteer  to  undertake  a 
wider  range  of  services  for  the  client  and  provide 
better  quality  care. 

In  some  respects,  the  "donot"  warnings  given  volun- 
teers are  even  more  important,  for  they  can  prevent 
volunteers  from  falling  into  some  common  traps  that  can 
cause  disillusionment  and  dissatisifaction  with 
volunteer  work. 

It  is  difficult  to  give  one's  confidence  to  a 
stranger,  especially  one  who  comes  into  one's  home  to 
carry  out,  in  some  cases,  intimate  tasks.  The  volunteer 
must  make  allowances  for  this  attitude  and  not  become 
frustrated   or    irritated.       By    following   the   guidelines 
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and  the  instructions,  the  opportunity  exists  for  deve- 
loping a  rewarding  relationship  between  the  client  and 
volunteer . 

Training  for  volunteers  in  the  Village  Visiting 
Neighbors  program  consists  of  open  discussions  conducted 
by  the  program  coordinator  that  focus  on  the  following 
topics   (Brickner,    1978): 

•  The  process  of  getting  old. 

•  Attitudes     of     the     elderly     (especially     the 
homebound)  and  the  volunteer's  reaction. 

•  Relationship    between    the    volunteer    and    the 
elderly  client. 

•  Medical  problems  of  the  elderly. 

•  The  nursing  home. 

•  Understanding  the  end  of  life. 

•  Activities  for  senior  citizens. 

It  is  interesting  to  note  that  these  topics  are 
very  similar  to  those  detailed  in  the  forty-hour 
training  instruction  of  the  Senior  Companion  Program,  as 
follows: 

Group  Process,  Exercise,  and  Interpersonal 
Skill  Building 

Open  class  discussion  on  how  Senior  Companions 
view  their  roles;  role  playing  (Senior  Companion 
and  client);  elementary  counseling  techniques; 
questions  and  answers  with  experienced  Senior 
Companions;  assertiveness  training;  active 
listening;  team  work/accepting  supervision;  com- 
munication skill-building  games. 

Psychological,  Physiological,  and  Social  Aspects 
of  Aging 

General  lecture  and  discussion  of  the  subject; 
stress  counseling;  emotional  needs  of  the  elderly; 
sexuality  and  aging;  grief  counseling/death  and 
dying. 

Community  Resources  and  Services 

Social  Security  and  SSI  benefits;  Medicare- 
Medicaid;  food  stamps,  public  housing;  community 
legal  services;  congregate  feeding  programs  and 
meals-on-wheels;  homemaker/home  health  aides; 
multi-purpose  senior  centers;  other  ACTION 
programs;  personal  safety /crime  and  the  elderly; 
consumer  fraud  and  the  elderly. 

Advocacy/Household  Management 

Escort  services;  consumer  counseling;  care  plans; 
reporting  status  of  a  client's  physical  and  mental 
health  to  supervisors;  mobilizing  community  re- 
sources; revitalizing/developing  links  between 
client  and  the  client's  family. 

Health  and  Personal  Care  Assistance 

Reality  orientation /awareness;  physical  fitness 
for  older  persons;  health  emergencies;  confiden- 
tiality; substance  abuse;  nutrition;  meal  plan- 
ning/preparation; physical  therapy;  personal 
hygiene;  basic  medication  information  (Senior 
Companion  Program,    1983). 


The  coordinator  is  the  key  to  making  the  Village 
Visiting  Neighbors  program  work.  She  knows  every 
volunteer  visitor  and  aged  client,  maintains  records, 
conducts  the  training  programs  and  regular  meetings,  and 
is  responsible  to  the  board  of  directors  for  the  daily 
activities  of  the  organization.  Either  alone  or  with  a 
membership  committee  she  interviews  all  volunteers ,  and 
with  a  coordinating  committee  she  develops  procedures 
designed  to  maintain  order. 

How  are  most  friendly  visitor  programs  funded? 
Titles  I  and  XVI  of  the  Social  Security  Act  provide 
money  for  information-and-referral agencies,  protection 
services,  and  self-support  systems  for  the  handicapped. 
These  resources  may  be  used  to  fund  friendly  visitor 
programs,  depending  upon  decisions  by  individual  state 
agencies.  Other  resources  for  funds  include:  the 
various  state  commissions  on  aging,  which  operate  with 
money  from  the  federal  Administration  on  Aging,  the 
United  States  Department  of  Health  and  Human  Services, 
and  a  wide  variety  of  local  agencies,  private  philan- 
thropical  organizations,  and  individual  contributions. 
Budgets  for  these  programs  ordinarily  are  modest ,  since 
the  bulk  of  service  is  provided  by  volunteers  (Brickner, 
1978). 


Current  Status  of  Volunteers  in  Long-Term  Care 

There  is  a  willingness  to  promote  the  use  of 
volunteers  in  long-term  care  on  the  part  of  federal  and 
state  governments  and  private  philanthropy. 

On  the  federal  level,  the  Domestic  Volunteer 
Services  Act  authorizes  SCP  and  RSVP ,  both  administered 
by  ACTION.  Although  both  of  these  programs  are 
comparatively  modest  in  size,  in  1983  SCP  served  20,000 
homebound  elderly  people.  In  addition,  federal  legis- 
lation is  in  place  to  allow  the  expansion  of  volunteer 
efforts. 

Title  III  of  the  Older  American's  Act  can  be  used 
to  encourage  the  use  of  volunteers  for  information- 
and-referral,  transportation,  escort,  and  advocacy 
services.  Section  2176  of  Public  Law  97-35  encourages 
states  to  expand  Medicaid  coverage  of  in-home  services. 
It  is  up  to  states  to  develop  initiatives  under  these 
laws,  so  it  is  possible  that  volunteer  assistance 
would  be  included  in  these  waivers. 

The  state  of  Washington  provides  a  current  example 
of  a  state -sponsored  program .  The  state '  s  Department  of 
Social  and  Health  Services  has  contracts  with  four 
organizations  to  provide  comprehensive  volunteer  chore 
services  to  those  over  60  years  of  age  who  meet  specific 
eligibility  requirements  for  income  and  the  type  of 
services  available.  The  tasks  listed  are  escort/trans- 
portation, shopping  and  errands,  laundry,  housework, 
cooking,  food  provisions,  medications  reminding,  care  of 
appearance,  specialized  body  care,  eating,  dressing/ 
undressing,  bed  transfer,  ambulance,  wheelchair 
transfer,  bathing,  toileting,  protective  supervision, 
communications,  moving  assistance,  household  repair, 
and  yard  care. 

Under  the  terms  of  one  contract.  Catholic  Com- 
munity Services,  in  Seattle/King  County,  will  recruit, 
train,  and  indemnify  volunteers.  There  is  no  limit 
on  the  amount  of  volunteer  service  provided  to  an 
individual.  Also,  there  is  no  stated  hourly  limitation 
for     volunteer     participation.         All     volunteers     are 
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reimbursed  for  mileage  and  chore  services,  but  friendly 
visits  are  not  reimbursed  under  the  contract.  The 
amount  of  financial  cost  allotted  for  the  largest 
contract  is  $598,065  (State  of  Washington,  198^*). 
The  Washington  example  will  offer  an  opportunity  for 
a  cost  comparison  with  more  traditional  providers  of 
chore  services. 

The  private  sector  has  long  promoted  the  use  of 
volunteers.  In  fact,  there  are  organizations  that 
depend  on  volunteers  to  carry  out  a  large  part  of  their 
programs.  George  Rosen  classifies  these  organizations 
into  four  categories:  those  (1)  founded  to  combat  spe- 
cific illness,  (2)  concerned  with  disorders  of  specific 
organs,  (3)  devoted  to  the  health  and  welfare  of  special 
groups,  and  (k)  concerned  with  health  problems  of  the 
entire  community  (Rosen,  1958).  Applying  this  classifi- 
cation to  long-term  care,  one  might  include  organiza- 
tions such  as  the  National  Diabetes  Association,  the 
National  Heart  Association,  Friends  and  Relatives  of 
Institutionalized  Aged  (FRIA),  or  the  American  Red 
Cross. 

The  American  Red  Cross,  for  example,  used  more 
than  9  million  volunteers  in  fiscal  year  1982  to  1983. 
Of  these,  about  1.5  million  were  service  volunteers, 
and  one-third  of  these,  or  approximately  0.5  million, 
worked  in  the  area  of  health.  The  work  of  these 
volunteers  included  service  in  neighborhood  clinics 
and  hospitals,  helping  the  handicapped  to  get  around, 
providing  meals  for  shut-ins,  and  teaching  cardio- 
pulmonary resuscitation,  first  aid,  and  other  Red 
Cross  lifesaving  techniques.  Red  Cross  volunteer 
health  professionals  offer  courses  in  nutrition,  health 
care,  home  nursing,  and  care  to  the  aged.  During  1982 
to  1983  alone,  this  organization  issued  more  than 
6.5  million  certificates  nationwide  to  individuals 
who  completed  Red  Cross  health  and  safety  courses 
(American  Red  Cross,  1983).  This  figure  is  typical 
for  the  past  five  years,  and  is  an  impressive  example 
of  the  potential  workforce  available  to  long-term 
care  programs. 

Foundations  are  in  a  strong  position  to  support 
volunteerism.  For  example,  the  Robert  Wood  Johnson 
Foundation  recently  funded  a  study  of  the  feasibility  of 
using  senior  volunteers  in  long -ter m  care  ( Cohen ,  1 982 ) . 
The  results  encouraged  the  foundation  to  pay  for  a 
demonstration  effort  to  explore  the  use  of  reimbursed 
senior  volunteers  as  an  integral  part  of  service 
programs. 

One  further  example  of  work  in  progress  is  a  grant 
awarded  by  the  Johnson  Foundation  to  the  PRIDE  Institute 
of  Saint  Vincent's  Hospital  and  Medical  Center  of  New 
York,  and  New  York  City's  Department  for  the  Aging. 
The  goal  of  the  project,  which  will  be  completed  in 
June  1985,  is  to  develop  volunteer  efforts  to  augment 
and  complement  home  care  services  already  provided  by 
agencies.  Its  purpose  is  to  understand  the  effective- 
ness of  establishing  senior  volunteer  units  as  integral 
components  of  a  service  program  that  has  the  following 
objectives : 

•  Determine  the  availability  of  older  volunteers. 

•  Examine  the  rates  of  retention  and  turnover. 

•  Ascertain  the  most  needed  functions  for  volunteers 
serving  the  frail  elderly. 


•  Identify  the  kinds  of  supports  needed  to  sustain 
the  volunteers. 

•  Identify  time  and  task  configurations  acceptable  to 
the  volunteer,  useful  to  the  patient,  and  cost 
effective  for  the  agency. 

•  Determine  whether  the  use  of  volunteers  reduces 
per-client  cost  and  permits  increased  case  loads 
for  the  paraprofessionals. 

•  Explore  future  funding  mechanisms. 

Current  developments  in  the  use  of  volunteers  in 
long-term  care  can  be  summarized  as  follows.  There  is 
an  impetus  to  use  volunteers  in  long-term  care, 
specifically  senior  volunteers.  There  exist  substantial 
programs  offering  companionship  to  the  isolated  elderly. 
There  is  little  existing  evidence  of  the  efficacy  of 
volunteerism,  although  there  are  anecdotal  reports  of 
volunteer  satisfaction.  Additionally,  there  is  no 
substantial  evidence  that  volunteerism  has  contributed 
to  reduced  hospitalization  rates,  reduced  nursing  home 
placement,   or  a  decrease  in  home  health  care. 

Advantages  and   Disadvantages  of  Using   Volunteers 

What  are  the  advantages  of  using  volunteers  for 
long-term  care?  The  possibility  of  decreased  cost  was 
discussed  earlier.  Additionally,  there  is  the  prospect 
of  flexible  hours  and  time  periods.  Volunteers  may  be 
willing  to  help  during  weekend  and  evening  hours.  Also, 
because  they  are  not  being  paid  at  an  hourly  rate, 
volunteers  are  more  responsive  to  being  with  an  older 
person  at  key  moments  of  the  day,  for  example, 
mealtimes,  dressing  time,  and  bedtime,  in  contrast  to 
the  routine  minimum  hourly  requirements  established  for 
paid  home  health  workers. 

Volunteering  also  satisfies  an  inner  need,  ex- 
perienced by  most  people,  to  feel  wanted  and  to  contri- 
bute to  the  welfare  of  others. 

We  will  never  forget  you  and  the  quality 
of  compassion  of  love  of  mankind  which 
makes  you  one  among  millions--perhaps  in 
some  way  we  can  pass  on  to  others  some  of 
what  we  learned  from  you  about  helping 
people  in  distress   (Eisenbud,    1981). 

Indeed,  one  of  the  values  of  volunteering  is  the 
educational  stimulation  and  awareness  it  provides  to 
those  who  volunteer. 

Among  the  disadvantages  are  the  costs  of 
recruiting,  training,  and  supervising  volunteers,  and 
the  inherent  unreliability  of  unpaid  personnel.  For 
example,  programs  caring  for  terminally  ill  patients 
report  a  high  attrition  rate  among  volunteers.  This 
turnover  consumes  staff  training  and  disappoints 
patients  who  come  to  rely  on  a  specific  volunteer  (Ames, 
1981).  Others  report  the  difficulty  of  recruiting  from 
specific  income  groups  living  within  a  targeted 
geographical  area   (Wasserman,    1983). 

There  are  additional  drawbacks.  Funds  and  efforts 
must  be  directed  into  preparing  manuals  for  training 
and  education.  Competition  with  existing  paid  home- 
makers  and  home  health  aides  is  also  a  potential  problem 
(see  figure   1).      (Cohen,    1982.)     Note  that  functions 
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such  as  consumer  protection,  nnoney  management,  reality 
orientation,  eating,  hygiene,  dressing,  and  meeting 
emergencies  are  sources  of  potential  conflict  between 
volunteers  and  paid  health  care  workers.  Establishing 
quality  control  over  the  work  is  another  concern.  This 
is  particularly  true  of  service  that  takes  place  in  the 
privacy  of  a  client's  home. 


Figure   1 

Overlap  of   Service  Areas  Among  Senior  Companions. 
Homemakers  Home  Health  Aids,   And  Home  Helpers 
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The  current  emphasis  on  older  volunteers  also  has 
its  negative  aspects.  If  volunteer  selection  is  res- 
tricted to  those  over  65,  there  is  the  danger  of 
depriving  others  of  this  experience;  there  is,  after 
all,  a  value  in  contact  between  generations.  Further- 
more ,  the  emphasis  upon  the  companionship  aspect  of  the 
older  volunteer  may  discount  the  volunteer's  physical 
limitations  and  thus  could  result  in  not  adequately 
addressing  all  the  needs  of  the  frail  patient. 

The  focus  on  encouragement  of  older  volunteers  is 
probably  one  of  the  reasons  for  the  current  interest  in 
stipends  and  reimbursement  of  expenses.  This  emphasis 
results  from  a  concern  that  many  of  the  elderly  are  poor 
and  that  such  funds  will  serve  as  a  motivating  force  for 
participants.  On  the  other  hand,  emphasis  on  payment 
may  limit  recruitment  of  those  who  are  attracted  to 
volunteer  work  for  more  altruistic  reasons. 


Unanswered  Questions 

First,  we  should  consider  the  constraints  to  the 
development  of  volunteers.  Above  all,  there  are  the 
issues  of  selection,  training,  and  supervision.  We  must 
understand  the  motivation  of  the  volunteer  and  select 
those  tasks  that  enhance  it.  Since  many  women  now 
appear  to  be  less  responsive  to  volunteer  activity,  some 
efforts  are  being  made  to  position  volunteerism  as  part 
of  a  career  plan  (DeCarlo  and  Conochie,  1980).  It  is 
equally  important,  however,  to  make  every  effort  to 
involve  men  in  volunteer  work. 

Two  examples  are  pertinent.  In  the  Washington 
State  program  previously  described,  difficulties  in 
recruitment  occur  because  the  volunteers  (women)  must 
be  at  their  own  homes  during  the  dinner  hour ,  when  the 
patient  needs  them.  A  different  selection  source  of 
volunteers  might  diminish  this  problem.  Volunteering 
also  could  be  encouraged  as  a  means  of  obtaining  care 
for  oneself  when  it  is  required.  To  accomplish  this, 
volunteer  hours  would  be  banked  against  future  use. 
This  way ,  one  has  the  opportunity  not  only  to  do  for 
others,  but  also  to  insure  his  or  her  own  future 
welfare. 

Second ,  the  resistance  of  health  professionals  is  a 
concern.  Many  educational  efforts  are  made  to  prepare 
the  professional  staff  of  health-care  and  social-service 
organizations  for  the  acceptance  of  volunteers  (Scott, 
1980).  We  discussed  earlier  increasing  the  sensitivity 
of  volunteers  to  professionals.  The  reverse  is  also 
necessary ;  the  volunteer  must  be  considered  part  of  the 
health-care  team. 

Finally  there  are  legal,  regulatory,  insurance,  and 
financial  considerations.  In  addition  to  competition 
with  paid  employees,  these  include  liability  for  volun- 
teer activities,  the  rationale  for  payment  of  stipends, 
sources  for  reimbursement,  and  conflicts  with  unions. 
The  lack  of  liability  insurance  for  volunteers  is  fre- 
quently given  as  a  reason  for  excluding  patient-care 
volunteer  activities  within  the  certified  agency 
framework.  However,  this  stated  reason  may  mask  the 
larger  issue  of  potential  union  opposition. 

Unresolved  issues  include  the  range  of  volunteer 
tasks,  the  administrative  costs  associated  with  pro- 
grams, the  addition  or  substitution  of  costs  through 
the  use  of  volunteers,  the  quality  of  the  efforts 
provided  by  volunteer  activity,  and  the  future  useful- 
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ness  of  volunteers.  What  will  be  the  motivation  to 
volunteer  in  years  hence?  Will  there  be  changes  in 
technology  that  reduce  or  redirect  the  scope  of 
volunteer  activities  in  long-term  care?  What  kind  of 
volunteer  organization  will  be  effective  in  long-term 
care?  Will  they  be  disease-specific  (for  example, 
Alzheimer's  disease),  or  will  they  consist  mainly  of 
general  friendly  visitor  programs? 

In  order  for  volunteers  to  make  a  contribution  to 
the  financing  of  care,  we  must  be  able  to  demonstrate  a 
reduction  in  the  more  expensive  forms  of  service,  such 
as  hospital  admissions ,  nursing  home  placement ,  or  a  net 
savings  in  home  care  costs.  Substantial  work  and 
research  are  sorely  needed  in  this  area. 
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VOLUNTEERISM:     ITS  ROLE  IN  SERVICE  AND  ADVOCACY  FOR  THE  ELDERLY 


Sr.   Maria  Mercedes  Hartmann,     Associated  Catholic  Charities,   Inc. 


My  work  is  to  assist  parish  and/or  community  groups 
to  provide,  through  volunteers,  some  of  the  services 
discussed  in  this  volume.  Volunteers  feel  that  they 
want  to  give  and  that  they  have  something  to  give,  yet 
they  need  to  receive  some  training  and  help  in  gaining  a 
sense  of  direction.  I  am  a  social  worker  in  a  unit 
called  Parish  Services  with  the  Aging.  We  put  special 
emphasis  on  the  preposition  with  because  it  reflects 
our  basic  philosophy.  Service  is  not  just  directed  to 
and  for  the  aging,  but  with  them.  This  means  that  older 
persons  both  give  and  receive,  and  they  participate  in 
programs  with  other-aged  people .  Actually ,  in  volunteer 
work  there  are  few  age  limitations;  we  can  all  give,  and 
we  all  need  help  along  the  way. 

Perhaps  a  definition  of  parish  social  ministry 
will  give  a  clearer  picture  of  what  parish  and  community 
development  is  all  about.  It  consists  of  advocacy  and 
social  service  activities  as  well  as  convening,  with  all 
these  activities  springing  from  the  parish  or  neighbor- 
hood. This  local  point  of  origin  is  imperative.  In 
other  words,  the  coming  together  does  not  come  from  an 
order  from  on  high.  It  is  parish  or  neighborhood  owned, 
and  springs  from,  yet  at  the  same  time  develops,  a  sense 
of  community.  Convening  is  a  reaching  out  to  stimulate 
the  members  of  the  community  to  social  awareness ,  and  to 
recruit  them  as  active  partners  in  the  pursuit  of  justice 
and  charity.      It  frequently  precedes  group  activities. 


Volunteer  Activities. 

Examples  of  volunteer  services  or  activities  in- 
clude letter-writing  and  phone  calls  to  legislators,  in 
support  of  or  against  special  legislation;  transportation 
to  doctors,  nursing  homes,  church  services;  organizing 
and/or  participating  in  public  hearings.  Older  people 
are  learning  quickly  how  to  take  a  more  active  part 
in  civic  life.  In  small  groups  they  receive  preparation 
or  training  in  public  speaking.  This  type  of  activity 
is  particularly  important  to  older  persons,  who  gain  from 
it  stimulation  and  a  sense  of  taking  some  control  over 
their  own  lives. 

We  also  assist  groups  to  support  the  handicapped, 
to  help  the  newborn  and  their  parents,  and  to  visit  the 
sick,  shut-ins,  nursing  homes,  and  hospitals.  And  we 
help  groups  to  network,  offering  information-and- 
referral  assistance;  not  only  do  we  give  others  the  infor- 
mation, but  we  show  them  how  to  get  people  (or  them- 
selves)  to  needed  services. 

There  are  numerous  other  activities  that  parish  or 
neighborhood  groups  can  perform ,  not  just  as  individuals , 
but  in  an  organized,  systematic  way.  These  include, 
among  others,  setting  up  food  and  clothing  closets,  and 
meeting  health  needs,  such  as  through  a  volunteer  health 
screening  unit  that  tests  blood  pressure  or  hearing. 
Nurses  make  emergency  or  regular  calls  to  shut-ins  as  a 
part  of  a  parish  health  ministry  core,  and  others  make 
regular  calls  to  do  shopping  and  perform  other  services 
as  needed. 


Support,   Motivation,   Development 


My  own  responsibility  is  to  give  service  to 
groups,  help  them  organize,  and  prepare  them  for  the 
services  they  feel  called  to  as  volunteers.  Organizing 
or  assisting  support  groups  is  another  function ,  and 
currently  I  spend  several  hours  a  month  with  a  group 
called  the  Survivors,  which  is  literally  what  they  are. 
Each  has  survived  a  major  illness.  Heart  conditions, 
strokes,  brain  surgery,  and  other  major  surgery  have 
made  it  nearly  impossible  for  them  to  leave  their  homes 
unless  transportation  is  provided.  An  extraordinary 
priest  first  brought  them  together,  and  now  we  are 
asking  them  to  help  me  put  together  a  list  of  "dos  and 
don'ts"  for  visitors,  because  when  we  first  brought  up 
the  possibility  of  their  receiving  visitors  from  the  par- 
ish, they  gave  us  a  flat  and  emphatic  no.  Apparently 
they  have  experienced  a  great  deal  of  misunderstanding 
on  the  part  of  family  and  friends,  and,  as  one  member 
put  it,  stupidity.  I  have  spent  some  time  with  them  dis- 
cussing the  kind  of  preparation  parish  visitors  should 
have,  and  they  are  now  making  up  their  own  list  of  dos 
and  don'ts.  At  least  one  of  them  will  be  present  for  a 
visitors'   training  session,   to  expand  on  the  points. 

Another  lesson  this  group  has  learned  from  their 
illnesses  is  that  some  of  the  things  that  for  years  they 
took  to  be  of  the  utmost  importance--a  perfectly  clean 
house,  never  going  back  to  bed  during  the  day,  or  the 
expectations  on  the  part  of  spouse  and  children  for  such 
model  behavior--are  no  longer  important.  Because  of 
their  closeness  to  death — and  for  many,  that  closeness 
is  still  present--they  endured  many  hours  of 
helplessness,  but  they  also  had  time  to  evaluate  their 
lives  and  life-styles.  One  woman  said  that  after  a  year 
or  two,  and  upon  reflection,  she  is  now  able  to  leave 
the  supper  dishes,  in  the  sink  while  she  goes  out  on  the 
porch  to  watch  the  stars. 

Basically,  then,  we  can  speak  of  our  unit's  work 
as  motivation,  support,  and  development.  We  work  with 
all  socioeconomic  groups,  including  very  poor,  predomi- 
nantly black  parishes.  What  is  common  to  all  of  them, 
and  the  volunteer  groups  they  form,  is  their  desire  to 
extend  to  others  what  gifts  they  may  have,  knowing  that 
in  return  they  frequently  receive  far  more  than  they 
give.  Persons  moving  into  any  of  the  volunteer  activi- 
ties mentioned  earlier  need  to  be  screened ,  and  some- 
times gently  helped  to  find  a  more  suitable  outlet  for 
their  good  will. 

No  two  parishes  or  neighborhood  groups  are  exactly 
the  same,  yet  in  nearly  every  instance  one  finds  a  few 
people  who  want  very  much  to  volunteer  but  who  need  help 
in  finding  what  they  can  do.  They  must  identify  their 
own  resources  and  the  needs  of  their  parish  or  com- 
munity. Volunteers  may  also  need  assistance  in  skills 
development  and  in  forming  a  sense  of  community  within 
their  small  group.  Out  of  this  sense  of  community  comes 
their  own  built-in  support  group. 
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A  Few  Guidelines 


Theoretically,  this  model  of  service  and  advocacy 
development  can  fit  into  any  religious  congregation,  but 
there  are  some  particulars  to  keep  in  mind .  One  is  that 
the  group  needs  to  fit  within  the  congregation's  struc- 
ture, with  support  from  the  clerical  staff.  Otherwise 
the  group  will  not  be  able  to  continue  to  provide  service 
in  the  name  of,  or  as  an  extension  of  the  congregation's 
caring.  Second,  there  may  be  religious  and/or  ethnic 
beliefs  and  values  which  do  or  do  not  strengthen  the  par- 
ticipation. Third,  the  professional  who  is  working  to- 
ward motivation  and  leadership  development  must  be  able 
to  be  flexible,  in  response  to  a  wide  range  of  resources 
and  socioeconomic  backgrounds ,  as  she  or  he  helps  people 
to  spell  out  their  hopes  and  gifts.  Money  seldom  is  an 
issue,  unless  the  congregation  wishes  to  enlarge  its 
staff  to  include  a  social  concerns  coordinator.  Volun- 
teers, in  my  long  experience,  do  not  expect  to  be  paid. 


They  serve  out  of  a  sense  of  understanding  of  the  mean- 
ing of  suffering,  loneliness,  and  injustice,  as  well  as 
out  of  appreciation  for  what  they  themselves  have,  how- 
ever small. 

Developing  and  strengthening  any  kind  of  volunteer 
activity  takes  time,  energy,  patience,  skill,  and  a  deep 
appreciation  of  and  commitment  to  the  importance  of 
helping  others  become  more  fully  themselves.  Volunteer 
work  is  important--to  all  who  are  touched  by  the  activ- 
ity, including  those  who  receive  its  benefits,  those 
who  bestow  them,  and  the  parish,  congregation,  or 
neighborhood  from  which  the  program  emanates.  If  you 
have  the  opportunity  to  develop  or  work  with  volunteers, 
take  it.  Those  whom  you  serve,  especially  residents  of 
congregate  housing,  the  sick,  shut-ins,  or  nursing  home 
residents,  will  have  a  fuller,  more  meaningful  life--and 
possibly  better  health  as  well. 
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THEMES  AND  ISSUES 


EPILOGUE:      THEMES  AND  ISSUES 


Patrice  Hirsch  Feinstein,    Marian  Gornick,   and  Jay  N,   Greenberg 


The  purpose  of  this  epilogue  is  not  to  provide 
a  summary,  but  rather  to  identify  and  briefly  discuss 
the  major  themes  emerging  from  the  conference.  These 
themes  could  be  classified  as  having  elements  that  focus 
on  system  goals,  system  problems,  potential  solutions, 
or  issues  surrounding  the  development  of  innovations. 
Many  of  the  papers  have  elements  that  encompass  more 
than  one  theme.  With  this  in  mind,  we  have  identified 
the  following  six  themes: 

•  Primary  system  goals  are  maximum  indepen- 
dence,  dignity,   and  quality  of  life. 

•  Lack  of  financial  protection  is  seen  as  one  of 
the  most  critical  shortcomings  of  the  current 
system  and  a  major  cause  of  Medicaid's  fiscal 
problems. 

•  Better,  more  efficient  delivery  systems  are  seen 
as  necessary,  and  housing  is  seen  as  central  to 
their  development. 

•  Family  and  volunteers  are  critical  elements  of 
the  system. 

•  Many  innovations  are  complementary  and  not 
alternatives  to  each  other. 

•  Better  information  about  the  elderly  can  stimu- 
late innovative  solutions. 


Primary  System  Goals 

It  has  become  almost  standard  practice  among 
LTC  analysts  to  define  the  prevention  of  unnecessary 
institutionalization  as  a  primary  goal  of  system  reform. 
This  group  of  authors  seems  to  have  taken  a  somewhat 
broader  approach  to  the  definition  of  system  goals.  To 
be  sure,  they  view  the  prevention  of  unnecessary 
institutionalization  as  important.  However,  they  see 
prevention  as  a  means  of  achieving  the  fundamental 
goals  of  maintaining  maximum  independence,  dignity, 
and  quality  of  life.  This  more  basic  definition  of 
system  goals  suggests  that  the  fact  that  an  inappro- 
priate placement  is  prevented  doesn't  guarantee  that 
basic  system  goals  will  be  met.  Indeed,  if  an  effective 
system  of  community  support  does  not  exist,  preventing 
institutional  placement  could  result  in  worse,  not 
better,  outcomes. 

Life  care  communities  (frequently  known  as 
continuing  care  retirement  communities)  and  congregate 
housing  arrangements  are  viewed  as  having  the  potential 
for  playing  a  central  role  in  achieving  the  goal  of 
maintaining  maximum  independence .  As  the  aged  person 
becomes  frail,  moving  to  a  more  protected  environment 
can  be  an  important  factor  in  maintaining  independence 
and  in  improving  both  physical  and  mental  health.  These 
living  arrangements  often  offer  a  continuum  in  the 
living  environment,  from  completely  independent 
apartment  living  to  the  dependent  nursing  home  setting. 
Two  principles  emerge.  First,  it  is  important  to  match 
those  individuals  who  both  desire  and  are  suitable  to 
such  congregate  living  arrangements  with  this  type  of 
environment.    Second,  to  achieve  the  goal  of  maximum 


independence  requires  that  the  degree  of  assistance  and 
support  provided  must  be  no  greater--nor  less--than  is 
needed . 

Basic  to  the  quality  of  life  is  maintenance  of 
strong  ties  and  involvement  with  the  larger  society. 
Relationships  with  family,  friends,  neighbors,  and 
volunteers  are  of  prime  importance  in  the  individual's 
sense  of  well-being. 

Moreover,  aged  persons  want  opportunities  to 
contribute  to  society  by  teaching,  serving,  and  using 
their  skills  and  talents.  Interestingly  enough,  the 
more  protected  congregate  living  arrangements  offer 
considerable  opportunities  for  frail  residents  to  be 
involved.  One  can  find  aged  persons  with  disabilities 
serving  other  disabled  residents  or  being  part  of  a 
volunteer  team  that  provides  services  to  the  outside 
community. 


Lack  of  Financial  Protection 

Lack  of  financial  protection  against  the  catas- 
trophic expenditures  associated  with  LTC  is  viewed 
by  many  of  the  authors  as  the  single  biggest  problem  of 
the  existing  LTC  system.  The  introductory  chapter  and 
several  of  the  papers  point  to  the  fact  that  there  is 
currently  very  little  private  LTC  insurance  available. 
About  half  the  money  spent  on  LTC  is  paid  directly 
out-of-pocket;  the  other  half  comes  from  Medicaid. 
Under  Medicare,  the  skilled  nursing  facility  (SNF) 
benefit  can  best  be  thought  of  as  a  subacute  benefit 
limited  to  100  days  following  a  hospitalization. 
Consequently,  nonpoor  individuals  in  need  of  LTC  find 
themselves  in  a  difficult  position:  Either  they  incur 
sizable  out-of-pocket  expenditures,  or  they  find  a  way 
to  become  eligible  for  Medicaid.  This  in  turn  puts 
tremendous  financial  pressure  on  the  Medicaid  program 
and  diverts  it  from  its  real  mission--serving  the  poor. 

Two  basic  approaches  to  this  problem  are  dis- 
cussed in  this  volume.  The  first  approach  attempts  to 
"solve"  the  financial  protection  problem  by  providing 
LTC  clients  or  their  families  with  additional  cash 
resources.  The  other  approach  would  develop  risk  pools 
or  insurance  mechanisms  for  LTC. 


Additional  Cash  Resources 

The  methods  discussed  for  increasing  cash  re- 
sources to  LTC  clients  and  their  families  include 
federal  and  state  tax  credits  and  deductions  to  families 
providing  care,  and  Individual  Retirement  Accounts 
(IRAs)  dedicated  to  LTC.  As  with  all  of  the  innovations 
discussed,  there  are  several  programmatic  and  policy 
issues  that  must  be  addressed  when  examining  these 
various  programs. 

Tax  credits  and  deductions  for  informal  care 
systems  must  be  closely  examined.   First,  such  measures 
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would  require  a  large  administrative  apparatus  to  deter- 
mine who  is  giving  bona  fide  care  to  the  most  impaired, 
as  opposed  to  more  casual  and  widespread  family  support . 
Otherwise,  tax  incentives  would  constitute  either  a  very 
expensive  or  a  very  watered-down  program. 

Second ,  we  must  be  careful  when  introducing  finan- 
cial incentives  into  family  exchange  relationships. 
Although  these  financial  rewards  for  caregiving  are 
intended  to  strengthen  the  informal  care  system,  they 
might  have  the  opposite  effect. 

When  considering  an  IRA  dedicated  for  LTC, 
policymakers  would  need  to  establish  the  rules  and/or 
administrative  structures  that  would  determine  who  is 
eligible  to  "tap"  into  the  account  and  for  what  services 
it  can  be  used.^  This  same  issue  must  be  addressed  by 
insurance  approaches.  However,  we  raise  it  here  to 
point  out  the  complicating  factor  of  tying  a  tax  program 
to  a  service  program.  Second,  for  those  people  who  are 
not  currently  investing  the  maximum  allowable  amount  in 
IRAs,  dedicated  IRAs  will  probably  have  to  offer  even 
greater  tax  advantages  than  standard  IRAs--otherwise, 
why  would  people  invest  in  them?  This  could  result  in  a 
substantial  loss  of  tax  revenues. 

Home  equity  conversion  is  another  method  for 
increasing  the  financial  resources  of  the  elderly 
requiring  LTC.  As  was  discussed  in  chapter  6,  home 
equity  conversion  refers  to  mechanisms  that  convert  the 
assets  a  homeowner  has  in  his  or  her  home  into  a  stream 
of  income,  while  still  permitting  the  person  the 
continued  use  of  that  home.  As  demonstrated  in  that 
chapter,  not  only  do  most  of  the  elderly  own  their 
homes  free  of  mortgages ,  but  a  great  many  lower-income 
and  frail  elderly  also  own  their  homes.  Thus,  the 
potential  for  using  home  equity  to  contribute  part  of 
the  cost  of  LTC  is  great. 

From  both  the  financial  institution's  perspective 
and  from  the  consumer's  perspective,  there  are  still 
many  unanswered  questions.  Thus,  it  is  not  surprising 
that  the  few  home  equity  conversion  demonstrations  that 
exist  are  rather  modest  in  size.  The  reverse  mortgage 
annuity  ( R  AM )  version  of  home  equity  conversion  does  not 
automatically  preclude  the  possibility  of  the  individual 
eventually  being  forced  out  of  his  or  her  house.  Until 
this  problem  can  be  resolved,  neither  lending  insti- 
tutions nor  the  elderly  are  likely  to  want  to  engage  in 
RAMs  on  a  large  scale.  One  possible  resolution  now 
under  study  at  Congress'  direction  is  the  development  of 
a  HUD-sponsored  insurance  program.  One  thing  that 
appears  to  be  holding  back  greater  investment  interest 
in  the  other  form  of  home  equity,  the  sale  leaseback,  is 
the  ambiguity  of  how  the  transaction  will  be  treated  for 
tax  purposes.  Until  all  the  technical  and  legal  aspects 
of  home  equity  conversion  are  sorted  out,  it  remains  an 
open  question  as  to  what  the  magnitude  of  the  demand  for 
and  supply  of  such  instruments  will  be.  As  with  many  of 
the  innovations  discussed  at  the  conference,  this  market 
will  need  to  be  developed  rather  than  merely  assumed  as 
a  given. 


Risk  Pooling 

Another  approach  to  the  lack  of  financial  pro- 
tection is  the  development  of  risk  pools  or  insurance 
for  LTC.  Three  different  kinds  of  risk-pooling 
arrangements  are  discussed:  life  care  communities; 
social/health  maintenance  organizations  (S/HMOs) ;  and 
"free-standing"  LTC  insurance.^  Those  who  advocate 
risk  pooling  point  to  the  high  cost  of  LTC  if  it  is 
required  and  the  high  probability  of  not  requiring 
care  as  conditions  that  are  conducive  to  an  insurance 
approach.  Any  insurance  approach  must  address  two 
fundamental  issues:  How  can  the  plan  be  protected 
against  adverse  selection,  and  how  can  utilization  be 
controlled? 

A  plan  is  said  to  be  adversely  selected  against  if 
its  enrolled  population  is  "sicker"  and  requires  higher 
expenditures  than  the  population  upon  which  the  premium 
was  based.  Life  care  communities  guard  against  this  by 
requiring  a  physical  examination  and  not  allowing 
"high-risk"  individuals  to  enroll.  The  S/HMOs  are 
proposing  to  have  enrollment  queues  that  are  based  upon 
disability.  Free-standing  LTC  insurance  plans  use 
several  techniques  to  avoid  adverse  selection,  such  as 
health  screens,  waiting  periods  prior  to  benefit 
activation,  and  not  guaranteeing  reenrollment.  It  is  an 
important  and  unanswered  question  as  to  whether  these 
plans  are  able  to  protect  themselves  too  much,  with  the 
result  being  favorable  selection.  By  tying  LTC 
insurance  to  a  wide  spectrum  of  benefits  that  the 
elderly  desire,  life  care  communities  and  S/HMOs  may 
have  developed  very  efficient  ways  to  protect  against 
adverse  selection. 

The  second  fundamental  issue  that  insurance 
approaches  must  face  is  how  to  control  utilization. 
A  major  concern  here  is  that  people  will  demand  more 
of  these  services  not  because  they  "need"  them,  but 
because  they  now  have  insurance.  This  is  often  referred 
to  as  moral  hazard.  A  traditional  approach  to  this 
concern  is  the  use  of  deductibles  and  copayments.  Both 
LTC  insurance  plans  and  S/HMOs  use  this  approach.  Of 
particular  concern  to  insurers  and  policy  analysts  is 
the  treatment  of  home-and  community-based  LTC  ser- 
vices. All  parties  would  agree  with  the  desirability 
of  including  these  services  in  the  insurance  plan. 
First,  it  is  likely  to  increase  the  market  for  these 
plans.  Second,  their  inclusion  could  result  in  down- 
ward substitution  of  services.  The  problem  that 
insurance  plans  face  is  that  although  these  home-based 
LTC  services  are  desired,  well-specified  prescribing 
rules  for  these  services  are  only  now  beginning  to 
emerge.  Current  targetting  and  screening  methods  are 
crude  at  best.  Given  this  situation,  it  is  not 
surprising  that  free-standing  LTC  insurance  provides 
little  noninstitutional  coverage. 

In  contrast  to  free-standing  insurance,  many  life 
care  communities  and  S/HMOs  are  both  the  provider  of 
care  and  the  insurance  company.  Thus,  the  provider  has 
an  incentive  to  make  cost-efficient  decisions.  Because 
of  both  the  desire  to  include  them  and  the  incentives 
to  control  costs,    many  life  care  communities  and  the 


^  The  report  of  the  1982  Advisory  Council  on  Social 
Security  submitted  to  the  Congress  on  February  21 ,  198^^ 
identified  the  issue  of  a  health  credit  account  to  be 
used  during  the  retirement  years  as  a  promising 
proposal  deserving  further  study. 


2  For  our  purposes,  "free-standing  LTC  insurance  refers 
to  an  insurance  policy  that  is  not  tied  to  the  delivery 
system,  and  one  in  which  the  providers  of  care  are  not 
at  financial  risk. 
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S/HMOs  have  included  substantial  amounts  of  home-and 
community-based  LTC  in  their  benefit  packages.  How- 
ever, it  remains  to  be  seen  whether  incentives  will 
translate  to  high  quality  allocation  of  LTC  benefits. 
From  the  consumer's  perspective,  it  is  important  that 
these  policies  be  explicit  as  possible  as  to  the  cir- 
cumstances under  which  their  LTC  benefits  can  be  used . 


Delivery  Systems  and  Housing 

Several  of  the  authors  suggest  that  better,  more 
efficient  delivery  systems  are  an  important  ingredient 
to  system  reform.  They  also  point  to  housing  as  a 
central,  yet  often  neglected,  aspect  of  the  delivery 
system.  They  point  out  that  while  it  is  popular  to 
describe  the  LTC  system  as  a  "nonsystem,"  this 
description  simply  is  not  accurate.  What  is  true  is 
that  LTC  is  provided  through  a  series  of  systems,  and  it 
is  the  way  these  systems  interface  that  ultimately 
determines  performance. 

In  the  current  system,  each  program  or  source  of 
funding  has  its  own  set  of  rules  and  regulations,  eligi- 
bility criteria,  and  kinds  and  quantities  of  services 
available.  Furthermore,  rarely  is  one  agency  formally 
responsible  for  the  coordination  and  supervision  of  all 
these  various  services.  It  often  becomes  the  respon- 
sibility of  clients  or  their  family  to  perform  this 
case  management  function.  By  contrast,  when  a  per- 
son enters  a  nursing  home,  all  of  these  needs  become 
the  responsibility  of  the  facility.  It  is  therefore 
much  easier,  if  not  always  appropriate,  to  place  an 
individual  in  an  institution. 

Thus,  some  form  of  case  management  or  care 
coordination  is  seen  by  many  as  an  important  element  to 
improving  the  efficency  and  effectiveness  of  the 
delivery  system.  The  life  care  model  and  the  S/HMO 
utilize  a  form  of  case  management  known  as  the  con- 
solidated model,  whereas  many  senior  housing  programs 
use  the  brokerage  model  of  case  management.  In  the 
consolidated  model,  the  organization  responsible  for 
producing  the  services  also  performs  the  case  manage- 
ment function .  In  the  brokerage  model ,  the  organization 
that  performs  case  management  does  not  necessarily 
control  services,  but  provides  more  of  a  referral-and- 
follow-up  function.  It  is  an  open  question  as  to  which 
model  is  more  cost-effective. 

Housing  plays  a  subtle  yet  vital  role  in  helping 
the  aged  remain  in  the  community  despite  their 
impairments.  Two  housing  options  were  discussed  at  the 
conference:  retirement  communities  and  congregate 
housing .  However ,  the  more  general  question  raised  was , 
How  can  appropriate  housing  be  made  more  affordable? 
Several  more  specific  questions  were  also  raised: 

•  What  can  be  done  to  reduce  the  cost  of  life  care 
communities  and  congregate  housing?  Just  as 
the  idea  of  congregate  housing  has  taken  hold, 
mortgage  rates  and  land  values  have  risen 
steeply.  How  can  these  financing  problems  be 
met? 

•  Congregate  housing  for  low-income  elderly 
has  been  a  great  success.  These  facilities 
have  been  supported  by  HUD  funds  for  start- 
up costs  and  for  monthly  subsidies.  HUD 
funds  are  limited.  Can  we  do  more  of  this 
privately? 


•  Since  life  care  communities  and  congregate 
housing  approaches  have  many  qualities  that 
are  supportive  of  the  elderly,  are  there 
ways  to  achieve  some  of  these  qualities  in 
the  community  and  in  the  homes  the  elderly 
currently  live  in? 

•  What  housing  adaptations  are  most  needed? 
What  role  do  they  play  in  accident  prevention 
and  in  preventing  institutionalization? 


Family,   Friends,   and  Volunteers 

There  is  a  growing  recognition  that  the  in- 
formal care  provided  by  family,  friends,  and  volunteers 
is  truly  the  cornerstone  of  community-based  LTC. 
Therefore,  it  is  important  to  find  ways  of  easing  the 
burden  of  those  who  provide  continuing  care  for  the 
impaired  elderly,  and  ways  of  encouraging  others  to  do 
more.  Thus,  we  face  the  important  question.  What  can 
we  do  to  keep  informal  care  flourishing  while,  at  the 
same  time ,  we  recognize  that  informal  and  formal  support 
systems  must  work  together  to  create  a  cost-effective 
whole?  Another  important  question  is.  How  do  we  do 
this  without   "professionalizing"  informal  care. 

It  is  important  to  recognize  the  changing  role  of 
women  in  our  society,  especially  their  increased  par- 
ticipation in  the  labor  force.  Adult  daughters  are 
major  caregivers.  The  adult  daughter  often  has  three 
jobs:  managing  her  own  home  and  family,  a  full-time 
job  in  the  workplace,  and  the  job  of  being  the  major 
provider  of  personal  care  and  support  to  a  frail  or 
disabled  parent, 

It  was  discussed  at  the  conference  that  the 
amount  of  support  a  family  provides  is  in  proportion  to 
the  needs  of  their  elderly.  As  the  aged  person  becomes 
more  dependent,  the  adult  child  can  suffer  enormous 
physical  and  emotional  strain  from  the  continuing  and 
increased  caregiving  that  is  required.  What  can  others 
do  to  alleviate  these  stresses  and  the  experience  of 
so-called  burn-out? 


Fitting  Innovations  Together 

Another  dominant  theme  throughout  the  con- 
ference was  the  recognition  that  improving  the  LTC 
system  involves  fitting  innovations  together.  Clearly, 
the  innovations  discussed  at  the  conference  are  not 
simply  different  alternatives.  But  rather,  they  are 
pieces  that  could  fit  together  harmoniously  into  a 
mosaic  that  meets  the  varied  needs  and  preferences  of 
the  elderly  population  in  our  nation.  For  example,  if 
the  S/HMO  turns  out  to  be  a  successful  delivery  model, 
why  not  attempt  a  joint  venture  between  S/HMO 
delivery  systems  and  an  insurance  company?  If  this 
venture  were  linked  to  home  equity  conversion,  couldn't 
we  create  neighborhood  life  care  communities?  Wouldn '  t 
these  organizations  have  strong  incentives  to  foster 
informal  care  whenever  possible? 

The  combinations  are  endless.  Thus  it  may  be 
counterproductive  to  pit  one  idea  or  approach  against 
another.  Rather,  it  may  be  more  productive  to  keep 
major  goals  and  obstacles  in  mind  and  borrow  from  a 
variety  of  approaches. 
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The  Need  for  Better  Information  about  the  Elderly 


A  theme  that  was  touched  upon  by  every  speaker 
is  the  importance  of  developing  a  more  accurate  and 
deeper  understanding  of  the  aged  population,  their 
patterns  of  service  use,  their  social  settings,  and 
their  knowledge  of  current  programs.  Until  recently, 
there  have  been  stereotypes  of  the  aged  person  as  frail, 
poor,  and  abandoned.  These  misconceptions  may  have 
retarded  the  growth  of  private  insurance  for  LTC  and  may 
have  misled  many  to  believe  that  families  are  not  "doing 
their  fair  share."  The  development  and  dissemination  of 
relevant  and  accurate  information  could  be  the  single 
most  efficient  way  to  stimulate  innovation  in  the  LTC 
system.  Similarly,  it  will  be  important  to  ascertain 
what  the  elderly  and  their  families  know  and  what  they 
do  not  know  about  the  current  system .  Why  should  anyone 
buy  private  insurance  for  LTC  if  they  think  that 
Medicare  or  Medicare  wraparounds  cover  those  services? 
In  designing  these  new  systems,  it  will  be  important  to 
find  out  what  the  elderly  want  and  are  willing  to  pay 
for.      We  should  not  asssume  the  answer. 

The  development  of  this  book  has  made  its 
editors  acutely  aware  of  the  complexity  and  difficulty 


of  implementing  and  diffusing  new  initiatives.  The  pathv 
from  concept,  to  implementation,  to  a  successful  system 
is  a  slow  one.  Each  new  approach  raises  legitimate 
reservations  and  questions  that  need  to  be  addressed. 
Yet,  real  progress  is  being  made.  If  one  had  done  a 
literature  review  on  innovation  in  LTC  delivery  and 
financing  just  fifteen  years  ago,  one  would  only  have 
been  able  to  unearth  a  few  "think  pieces."  Today,  the 
journals  are  filled  with  articles  on  the  subject.  Even 
more  importantly,  there  are  dozens  of  new  approaches  to 
the  problem  being  demonstrated. 

It  is  fortunate  that  these  new  approaches  have 
emerged  at  this  time.  The  aging  of  the  population 
through  the  next  several  decades  will  inevitably  place 
new  demands  on  the  LTC  system.  The  problems  facing 
Medicare  and  Medicaid  require  new  ways  for  financing  and 
delivering  LTC  services.  For  these  reasons,  along  with 
the  rising  expectations  of  a  better  educated  and  on 
average  better -off  aged  population,  it  is  a  most 
appropriate  time  to  explore  these  new  approaches.  The 
editors  commend  the  efforts  and  contributions  of  our 
authors  and  hope  that  this  conference  has  proved  useful 
in  advancing  the  understanding  of  these  LTC  innovations. 
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